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Errata  Sheet  for  “THE  ECONOMIC  REPORT  OF  THE  PRESI¬ 
DENT,”  transmitted  to  the  Congress — January  1948. 

Page  2,  line  22 — $1,264  should  be  $1,262. 

Page  17,  line  3 — $1,264  should  be  $1,262, 

Page  41, 4th  line  from  bottom  of  page — change  “current  income 
credit.”  to  read  “current  income  or  credit”. 
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LETTER  OF  TRANSMITTAL 

The  White  House, 
Washington,  D.  C.,  January  14,  1948. 
I'he  Honorable  the  President  of  the  Senate, 

The  Honorable  the  Speaker  of  the  House  of  Representattv'es. 

Sirs:  I  am  presenting  herewith  my  Economic  Rcp>ort  to  the  Congress, 
as  required  under  the  Employment  Act  of  1946. 

In  preparing  this  report  I  have  had  the  advice  and  assistance  of  the 
Council  of  Economic  Advisers,  members  of  the  Cabinet,  and  heads  of 
independent  agencies. 

Rcsfiectfully, 
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To  the  Congress  of  the  U nited  States: 

IN  my  first  Economic  Report  to  the  Congress,  presented  a  year  ago  in 
accordance  with  the  provisions  of  the  Employment  Act  of  1946,  I  fore¬ 
saw  a  bright  prospect  for  the  year  1947.  In  large  measure  that  prospect  has 
been  fulfilled. 

However,  my  Midyear  Report  recorded  the  fact  that  agricultural 
prospects  had  become  less  favorable,  that  certain  price  adjustments  were 
not  proceeding  satisfactorily,  and  that  the  need  for  foreign  aid  would  prob¬ 
ably  be  greater  and  more  prolonged  than  had  been  anticipated.  During 
the  six  months  since  that  rejx)rt,  the  country  has  maintained  a  high  level 
of  prosperity  but  on  a  wave  of  inflation  which  has  already  caused  serious 
hardship  and  presents  grave  concern  for  the  future. 

In  this  second  annual  Economic  Report,  I  shall  set  forth  the  diffi¬ 
culties  of  the  situation  by  which  the  Nation  is  confronted  as  it  enters  1948. 
At  the  same  time,  I  have  great  confidence  in  our  ability  to  surmount  these 
difficulties  and  to  show  another  year  of  splendid  achievement  for  the 
welfare  of  our  own  people  and  the  meeting  of  our  responsibilities  in  the 
family  of  nations. 

I.  Foreword  and  Summary 


The  year  1947  has  afforded  a  new  demonstration  of  the  tremendous 
productivity  of  the  United  States  when  our  natural  resources,  our  ac¬ 
cumulated  capital,  and  our  able  and  enterprising  labor  force  are  used  at  high 
levels  of  activity.  Looked  at  from  another  point  of  view,  the  year  has 
revealed  the  previously  unmeasured  size  of  the  profitable  market  which  is 
furnished  when  nearly  60  million  workers  arc  steadily  employed  with 
modem  equipment  and  organization.  With  high  pay  rolls  and  relatively 
few  work  stoppages  and  with  a  new  high  record  in  farm  income,  most 
of  the  people  were  able  to  enjoy  a  level  of  consumption  far  above  prewar 
standards.  We  were  able  also  to  satisfy  many  of  the  wants  for  durable 
consumers’  goods  whose  production  had  been  curtailed  during  the  war 
and  to  extend  the  conveniences  of  life  and  modest  luxuries  to  a  larger 
percentage  of  our  homes  than  had  ever  shared  them  in  the  past.  In 
addition,  we  were  able  to  provide  aid  to  war-tom  and  distressed  countries 
abroad. 
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The  main  features  of  last  year’s  economic  activity  may  be  summarized 
as  follows: 

THE  RECORD  OF  ECONOMIC  ACTUITY  DURING  1947 

Employment  during  1947  made  a  new  record,  passing  the  mark  of 
60  million  civilian  jobs  in  June  and,  even  with  seasonal  dips,  averaging 
about  58  million  for  the  whole  year.  This  was  almost  3  million  more  than  in 
1946  and  about  10.5  million  more  than  in  1940.  Unemployment  was  even 
lower  than  in  1946,  and  reached  what  is  probably  the  practical  minimum. 

Production  measured  as  total  physical  output  of  goods  was  alxiut  7 
percent  above  1946  and  76  percent  above  the  1935-39  average.  A  slight 
drop  in  agricultural  production  was  more  than  offset  by  larger  production 
in  manufacturing,  minerals,  construction,  transportation,  and  public  utili¬ 
ties.  The  6rst  Economic  Report  set  up  as  an  objective  for  1947  a  total 
output  of  goods  and  services  about  5  percent  above  1946.  This  goal  was 
not  quite  reached.  The  increased  output  of  goods  was  partly  offset  by  a 
decline  in  services. 

Productivity  per  man-hour  increased  slightly  over  1946.  In  manufac¬ 
turing,  production  increased  somewhat  more  than  numlx'rs  employed. 
Output  of  the  average  farm  worker  declined  somewhat  because  of  bad 
weather  conditions  but  remained  far  above  prewar  levels. 

Consumer  income  after  taxes  reached  a  new  high  in  1947.  It  was  run¬ 
ning  at  the  annual  rate  of  $1,264  per  capita  in  the  last  quarter  of  1947, 
compared  with  a  rate  of  $1,074  in  the  first  quarter  of  1946.  However, 
the  rapid  rise  in  prices  caused  the  purchasing  power  of  the  consumer’s 
dollar  income  to  decline  by  nearly  8  percent  during  the  same  period.  I'his 
did  most  injury  to  people  with  low  incomes  and  moderate  fixed  incomes. 
Total  spending  for  consumption  was  maintained  by  reduction  in  the  rate 
of  current  saving,  drawing  on  past  savings,  and  the  rise  of  consumer  credit 
to  a  new  peak  of  13.3  billion  dollars  at  the  end  of  1947. 

Business  investment  and  income  throughout  1947  remained  consistently 
above  the  level  of  any  previous  year.  Investment  in  plant,  equipment, 
and  increased  inventories  amounted  to  over  25  billion  dollars  contrasted 
with  21  billion  dollars  in  1946.  Some  part  of  this  increase  reflected  higher 
prices.  Dividend  payments  reached  a  new  high  although  corporations 
retained  6ve-cighths  of  their  prohts  after  taxes  to  plow  back  into  the  busi¬ 
ness.  Retained  eorporate  earnings  were  double  those  of  the  war  years 
and  four  times  those  of  1929.  Flotation  of  securities,  mostly  of  fixed- 
interest  types,  provided  4  billion  dollars  of  new  capital  as  against  3.3  billion 
in  1946.  Commercial  bank  loans  to  business  increased  about  4.2  billion 
dollars  in  1947,  with  credit  expanding  so  rapidly  in  the  last  half  year  as 
to  cause  grave  concern  as  to  its  inflationary  effect. 
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Housing  units  completed  in  1947  were  nearly  double  the  number  in  1946, 
but  high  costs  raised  the  question  whether  this  rate  could  be  continued. 

Exports  of  goods  and  services  ran  at  the  annual  rate  of  20  billion  dollars 
in  the  early  part  of  the  year  but  declined  later.  Imports  were  much  less 
than  exports  resulting  in  an  export  surplus  of  more  than  1 1  billion  dollars 
for  the  year.  The  ability  of  foreign  countries  to  finance  imports  declined 
in  the  latter  part  of  the  year  and  the  future  of  our  international  balance 
will  depend  in  considerable  measure  on  the  size  of  Government  aid  and 
private  credits  extended. 

Government  expenditures  were  reduced  to  41.3  billion  dollars  in  the 
calendar  year  1947,  leaving  a  balance  of  cash  receipts  of  5.6  billion  dollars 
which  was  used  primarily  to  reduce  bank  holdings  of  Federal  debt.  This 
was  a  counterinflationary  factor  during  a  year  of  mounting  inflation. 

»  The  Nation’s  Economic  Budget  for  the  second  half  of  1947  indicates  a 
gross  national  production  at  an  annual  rate  of  237  billion  dollars,  con¬ 
trasted  with  about  204  billion  for  1946.  Investment  for  construction, 
equipment,  and  inventories  increased  by  24  jjercent  over  1946,  and  net 
foreign  investments  increased  by  83  percent,  while  consumer  expenditures 
increased  by  only  14  jjercent.  The  increase  in  consumer  exp)enditures 
was  3.5  billion  dollars  more  than  the  increase  in  their  incomes.  The 
continuance  of  such  a  relationship  would  not  enable  consumers  to  absorb, 
with  their  current  incomes,  the  output  of  a  maximum  employment  economy 
when  the  extraordinary  volume  of  business  reequipment,  net  exports,  and 
the  use  of  credit  level  ofT  at  more  permanently  sustainable  rates.  The 
relationships  within  the  Nation’s  Economic  Budget  permitted  maximum 
employment  and  high  production  through  1947  but  did  not  include  all  the 
adjustments  required  for  permanent  prosperity  and  growth. 

The  maintenance  and  stabilization  of  such  a  high  level  of  production 
and  consumption  will  require  proper  adjustment  among  money,  price, 
and  income  relationships.  While  changes  in  price  and  income  relation- 
ship>s  during  the  past  year  have  not  disrupted  activity  in  any  serious  way 
as  yet,  they  have  brought  us  progressively  into  a  more  unstable  situation. 
As  we  enter  the  new  year,  the  American  people  are  keenly  aware  that 
inflation  is  the  dominant  problem  in  our  economic  affairs. 

PRICES,  WAGES,  PROFITS,  AND  INFLATION  IN  1947 

At  the  time  of  the  first  Economic  Report  a  year  ago,  I  warned  against  the 
danger  of  advancing  prices,  which  would  undermine  our  structure  of 
national  prosjierity.  I  strongly  urged  businessmen  to  bring  prices  into  line 
with  the  requirements  of  a  stabilized  economy.  I  called  upon  workers  to 
limit  their  demands  for  wage  increases  to  those  situations  where  wages  were 
substandard  or  where  wage  increases  would  not  necessitate  higher  prices. 


I  called  for  the  holding  of  public  works  down  to  the  minimum  of  necessity 
and  called  upon  procurement  agencies  to  avoid  practices  that  would  stim¬ 
ulate  price  increases. 

Prices  in  the  first  quarter  of  1947  continued  the  upward  trend  of  the  last 
quarter  of  1946.  In  its  first-quarter  review  to  me,  the  Council  of  Economic 
Advisers  stressed  the  fact  that  the  faster  rate  at  which  prices  w'cre  beginning 
to  move  up  constituted  a  serious  danger.  During  the  following  weeks,  I 
emphasized  in  several  public  statements  the  need  for  all  groups  in  the 
business  world  to  adopt  policies  and  follow  practices  which  would  halt 
this  inflationary  trend. 

There  then  followed  several  months  of  a  remarkably  stable  price  level. 
One  cannot  say  how  far  this  was  due  to  the  voluntary’  action  of  the  many 
businessmen  who  deliberately  withheld  price  advances  and  in  a  few  cases 
reduced  prices,  or  to  what  extent  the  cessation  of  price  increases  was  the 
result  of  the  widespread  resistance  of  retail  merchants  to  higher  wholesale 
prices  or  was  due  to  the  spread  of  a  generally  more  cautious  attitude  among 
businessmen  and  individual  consumers. 

Although  the  upward  movement  of  prices  had  apparently  been  checked 
when  I  presented  my  Midyear  Economic  Report,  I  wanied  that  there  were 
strong  new  inflationary  forces.  I  endeavored  again  to  impress  businessmen 
with  the  great  need  for  price  stability  and  I  again  asked  labor  to  refrain  from 
demands  for  such  wage  increases  as  would  require  price  advances.  Unfor¬ 
tunately,  even  as  the  Midyear  Report  was  presented,  unfavorable  develop¬ 
ments  in  agriculture,  industry,  and  the  international  situation  started 
changes  in  incomes  and  prices  quite  differemt  from  those  recommended  in 
my  first  Economic  Report.  Businessmen  were  in  the  main  finding  it  easy 
to  pass  added  costs  on  in  price  advances  of  like  or  greater  amount. 

Since  June,  wholesale  prices  have  risen  at  an  annual  rate  of  20  percent 
and  consumer  prices  at  an  annual  rate  of  about  12  percent.  Retail  food 
prices  have  risen  at  an  annual  rate  of  about  15  percent.  Rent,  since  the 
modification  of  rent  control,  has  been  rising  at  an  annual  rate  of  about  13 
percent.  At  the  wholesale  level,  textiles  during  the  second  half  of  1947 
were  rising  at  an  annual  rate  of  12  percent,  fuel  and  lighting  36  percent,  and 
building  materials  18  percent. 

Wages,  too,  were  moving  up.  Wage  earners  had  in  the  first  half  of  the 
year  sought  to  obtain  increases  in  rates  that  would  maintain  their  take- 
home  pay  at  or  near  the  wartime  level  and  thus  enable  them  to  buy 
the  enlarged  product  of  goods  and  services  that  a  high-production  peace¬ 
time  economy  could  turn  out.  Wage  advances  during  1947  kept  up 
generally  with  the  cost  of  living  trend  during  the  year  but  did  not  gain 
the  ground  lost  when  price  increases  exceeded  wage  increases  in  1946. 
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The  renewed  rise  in  the  cost  of  living  during  the  second  half  of  1947 
brought  demands  for  further  wage  increases.  At  the  end  of  the  year  there 
was  a  continuing  prospect  of  a  fruitless  and  dangerous  spiraling  of  prices 
and  wages. 

Profits  were  substantially  above  the  1946  level,  and  remained  high 
through  the  year  as  increased  costs  were  covered,  and  in  many  cases  exceeded, 
by  higher  prices.  Corporate  profits  before  taxes  rose  to  28  billion  dollars, 
contrasted  with  21  billion  in  1946,  and  profits  after  taxes  rose  to  17  billion 
dollars,  compared  with  12.5  billion  in  1946.  Corp)orate  earnings  after  taxes 
represented  about  9.5  p)ercent  on  net  worth,  and  5.5  percent  on  sales.  Un¬ 
incorporated  non-farm  enterprises  earned  23.5  billion  dollars  before  taxes, 
an  increase  of  2.5  billion.  Total  business  income  before  taxes  increased 
by  22  percent  during  the  year.  Net  farm  income  before  taxes  rose  from 
15.2  billion  dollars  in  1946  to  18.3  billion  in  1947. 

The  record  of  prices,  wages  and  profits  during  1947  shows  how  they  fed 
upon  one  another  in  a  developing  process  of  inflation.  In  spite  of  the 
heartening  production  record  of  the  year,  this  inflationary  trend  was  pro¬ 
foundly  disturbing.  It  not  only  produced  great  inequities  among  our 
people,  but  also  created  the  danger  of  a  serious  setback. 

The  purposes  of  the  Employment  Act  arc  beginning  to  meet  their  first  real 
test.  Unless  we  as  a  nation  show  an  ability  to  impose  restraints  upon  our¬ 
selves  and  to  utilize  the  machinery  of  our  representative  government  to  devise 
well-considered  regulatory  measures,  we  stand  in  great  danger  that  runaway 
prices,  overextended  credit,  and  unbalanced  developments  will  lead  to  an 
economic  recession.  We  cannot  be  sure  that  such  a  recession  would  not  be 
severe  and  recovery  slow  and  painful. 

OBJECm'ES  FOR  1948 

The  first  objective  for  1948  must  be  to  halt  the  inflationary  trend.  On 
November  1 7, 1  recommended  to  the  Congress  a  ten-point  program  for  this 
purpose.  Every  point  in  that  program  is  essential. 

The  nature  of  the  inflation  from  which  we  are  suffering  arises  in  part 
from  the  total  excess  of  buying  power  over  the  available  supply  of  goods 
and  in  part  from  relative  scarcities  at  strategic  points  in  the  economy  which 
give  impetus  to  particular  price-wage  spirals. 

To  deal  with  these  two  phases  of  inflation,  my  ten-point  program  divides 
into  three  main  parts.  First,  it  proposes  appropriate  restraints  upon  business 
credit  and  consumer  credit  and  commodity  speculation.  Second,  to  deal 
with  the  scarcities  at  strategic  spots  in  the  economy,  it  calls  for  authority  to 
allocate  to  their  most  efficient  and  necessary  uses  those  scarce  commodities 
and  services  which  enter  basically  into  the  cost  of  living  or  industrial  pro- 
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duction.  And  third,  it  calls  for  the  extension  and  strengthening  of  rent 
control,  and  for  authority  to  impose  rationing  and  price  control  on  a  highly 
selective  basis  on  items  of  outstanding  importance  to  industrial  production 
or  to  the  cost  of  living  so  that  these  powers  may  be  used  promptly  to  protect 
the  public  if  other  measures  prove  inadequate. 

As  I  have  made  clear  in  a  statement  on  December  29,  the  three  points  in 
my  ten-point  program  which  were  enacted  in  the  special  session  of  the 
Congress  are  necessary  but  insufficient.  The  other  seven  p)oints  are  needed, 
needed  badly,  and  needed  promptly. 

This  program,  which  the  situation  requires,  does  not  lessen  the  need  for 
voluntary  restraint.  This  applies  both  to  those  who  price  goods  and  those 
who  buy  goods.  No  program  undertaken  by  the  Government  can  succeed 
unless  it  is  accompanied  by  public  cooperation  based  upon  a  realization  of 
common  dangers  and  common  objectives. 

Taxes  at  present  are  providing  revenues  substantially  larger  than  expend¬ 
itures.  It  is  imjxutant  to  maintain  this  favorable  balance  as  long  as  the 
inflationary  trend  continues.  However,  certain  adjustments  need  to  be 
made  immediately  in  order  to  protect  those  in  the  lower  income  groups  hit 
hardest  by  inflation. 

Our  second  main  objective  for  1948  should  be  to  maintain  maximum  em¬ 
ployment,  achieve  maximum  production,  and  adjust  the  price-income  struc¬ 
ture  so  as  to  stop  the  inflationary  spiral  without  production  cutbacks  or 
extensive  unemployment. 

More  production  this  year  will  help  in  combatting  inflation,  but  there 
is  no  possibility  of  enough  additional  production  this  year  to  overcome  infla¬ 
tion  without  other  measures.  In  fact,  if  these  other  measure's  arc  not  under¬ 
taken,  inflation  may  cause  such  disruption  of  our  economy  as  to  drive 
production  and  employment  downward. 

With  healthy  adjustments  in  our  economy  achieved  during  the  year,  our 
employment  objective  should  be  to  absorb  in  useful  work  the  net  increase 
of  700,000  additional  people  in  the  labor  force.  This  would  mean  an  aver¬ 
age  of  nearly  59  million  jobs  for  the  year  as  a  whole,  contrasted  with  about 
58  million  as  the  year’s  average  for  1947. 

Our  objective  for  production  should  be  to  increase  the  total  output  of 
goods  and  services  by  some  3  percent  above  1947. 

Our  third  main  objective  for  1948  should  be  to  establish  firmer  foundations 
for  the  long-range  growth  and  prosperity  of  our  economy  in  the  years  ahead. 

LONG-RANGE  OBJECTIVES 

The  economic  growth  and  stability  of  the  United  States  cannot  be 
achieved  by  dealing  with  problems  merely  from  day  to  day.  We  must  have 


a  sufficiently  long-time  perspective  to  do  also  those  things  which  require 
some  time  for  their  planning  and  organization. 

Our  total  annual  national  production  has  increased  since  1939  by  53 
percent.  We  cannot  expect  such  rapid  advance  within  the  next  10  years 
because  we  are  now  at  a  fuller  use  of  our  resources  than  we  were  in  1939. 
Yet  we  should  within  10  years  be  able  to  increase  our  annual  national 
output  by  35  percent.  Progress  at  this  rate  would  bring  the  per  capita 
real  income  of  our  people  to  27  percent  above  the  level  of  1947  and  80 
percent  above  the  level  of  1937. 

But  our  record  of  periodic  depressions  in  the  past  warns  us  that  we  can¬ 
not  have  stabilized  prosperity  at  this  rate  of  progress  without  carefully 
considered  and  well-directed  efforts. 

The  Nation’s  long-range  economic  programs  should  be  geared  to  three 
major  purposes :  conserving  and  developing  our  natural  resources  and  cap¬ 
ital  equipment,  enabling  our  human  resources  to  become  fully  productive 
and  thus  provide  richer  and  more  satisfying  lives,  and  improving  our 
economic  institutions  and  practices  so  as  to  utilize  free  enterprise  and 
representative  government  effectively  toward  maximum  production  and 
sustained  general  prosperity. 

Development  of  natural  resources  and  capital  equipment 

Development  of  natural  resources  in  land,  water  p>ower,  minerals,  and 
forests  requires  that  we  make  up  as  soon  as  possible  for  the  lapses  in  many 
of  these  efforts  during  the  pressures  of  war  and  postwar  reconversion. 
Wise  conservation  and  development  efforts  are  now  all  the  more  needed 
because  in  many  respects  these  resources  were  subjected  to  excessive  drains 
to  supply  wartime  production. 

One-half  of  the  Nation’s  crop  and  pasture  land  needs  to  be  put  under 
improved  soil  management.  Programs  for  flood  control  and  power  need 
to  be  expanded.  Further  construction  of  multipurpose  dams  and  related 
facilities  is  desirable.  Our  sustained  yield  of  saw  timber  should  be 
doubled.  W'ith  regard  to  minerals  for  industrial  and  strategic  purposes, 
we  need  increased  emphasis  upon  research,  development  of  substitutes,  and 
impKjrtation  and  stockpiling. 

There  are  areas  of  the  country  which,  for  a  combination  of  reasons, 
have  been  underdevelojjed  or  retarded  economically.  We  must  push  re¬ 
gional  development  through  improved  agricultural  methods  and  land  use, 
further  industrial  expansion  and  diversification,  and  lifting  the  levels  of 
health  and  education. 

All  of  our  resource  development  activities  will  require  the  alert  interest 
of  the  people,  vigorous  private  enterprise,  and  a  wise  pooling  of  the  efforts 
of  Federal,  State,  and  local  governments. 


Our  business  plant  and  equipment  need  to  be  expanded  to  sustain  con¬ 
tinuous  maximum  employment  and  production.  We  shall  require  more 
capacity  in  steel,  petroleum,  coke,  electricity,  and  other  industries. 

We  can  rely  mainly  upon  business  for  this  expansion,  if  business  adjusts 
its  plans  to  an  economy  of  continuous  maximum  production  instead  of 
adjusting  its  plans  to  an  economy  of  recurrent  low  resource  utilization. 

Government  has  the  responsibility  of  providing  favorable  conditions  for 
adequate  and  well-balanced  private  investment  in  productive  facilities, 
with  prudent  use  of  Government  initiative  when  private  resources  lag. 
Both  private  and  public  policy  must,  however,  impose  restraints  on  lx)om- 
time  overdevelopment  and  overcapitalization. 

In  transportation,  at  least  45  percent  of  our  highways  leading  into  cities 
need  to  be  rebuilt  within  10  years,  financial  aid  to  airlines  should  be  con¬ 
tinued,  railroad  consolidation  should  be  carried  out  with  increasing  vigor, 
and  national  policies  should  recognize  the  need  for  protecting  the  credit 
of  the  railroads. 

Urban  redevelopment  and  housing  afford  an  immense  challenge.  The 
blight  and  deterioration  of  our  cities  have  created  grave  problems  of 
municipal  taxation  and  management,  and  have  damped  the  rate  of 
investment  in  rebuilding.  This  problem  is  closely  related  to  the  inadequacy 
and  instability  of  house  production.  As  a  start  toward  the  objective  of  a 
decent  standard  of  American  housing  within  10  years  and  for  the  release 
of  investment  opp)ortunities  over  a  decade  of  as  muc  h  as  75  billion  dollars — 
mostly  private  funds — in  urban  redevelojiment,  there  should  be  prompt 
enactment  of  comprehensive  housing  and  urban  redevelopment  legislation. 

Development  of  human  resources  and  productivity 

Within  10  years,  maximum  employment  will  mean  64  million  jobs  or 
more. 

To  raise  the  individual  to  the  highest  practical  level  of  productivity,  and 
to  provide  an  outlet  for  the  increasing  part  of  the  labor  force  which  tech¬ 
nological  changes  may  displace  from  the  mass-production  industries  or 
from  agriculture,  we  need  improved  services  in  education,  health,  and 
social  security. 

For  education,  the  first  step,  which  should  not  be  deferred,  is  to  provide 
Federal  aid  for  elementary  and  secondary  education  to  help  remedy  the 
deplorable  shortages  and  the  maldistribution  of  school  facilities  and  teach¬ 
ers.  At  present,  our  ten  poorest  States  are  spending  about  $64  annually 
for  each  school  child,  while  our  ten  wealthiest  States  are  spending  about 
$177.  Federal  aid  should  be  given  not  only  to  this  educational  effort  but 
also  to  research  work  both  in  basic  principles  of  natural  and  social  science 
and  in  their  practical  application. 
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Our  health  standards  are  not  being  met  because  of  the  inability  of 
millions  of  families  to  purchase  adequate  medical  care  with  their  incomes, 
and  also  because  of  the  great  disparities  in  the  resources  of  different  areas 
of  the  country  available  for  investment  in  hospitals  and  other  health 
services.  We  need  a  comprehensive  national  health  program,  including 
prepaid  health  insurance  and  aid  to  hospitals  and  health  centers. 

Social  security,  both  in  its  unemployment  insurance  and  its  old-age  in¬ 
surance  aspects,  should  be  increased  and  its  coverage  should  be  made  more 
general. 

Development  of  institutions  and  practices  for  a  high-production  economy 

We  have  learned  from  experience  that  the  capacity  to  produce  does 
not  alone  assure  continuous  maximum  employment.  The  distribution  of 
purchasing  power  determines  whether  there  will  be  enough  funds  available 
to  provide  adequate  investment  for  maximum  production  and  enough  buy¬ 
ing  power  to  absorb  the  output. 

Industrial  price-wage-profit  policies,  arrived  at  without  compulsion  in  a 
free,  competitive  economy,  play  an  important  part  in  preserving  or  destroy¬ 
ing  balance  in  our  economy.  In  those  areas  where  businessmen  and  workers 
make  conscious  decisions  about  prices,  wages,  and  profits,  we  must  seek 
through  education  and  understanding  to  adjust  these  decisions  ever  more 
closely  to  the  broad  needs  of  the  whole  economy. 

At  the  same  time,  the  adaptability  of  the  economy  to  changing  circum¬ 
stances  requires  the  maintenance  of  active  competition  which,  through 
amendment  and  improved  enforcement  of  the  antitrust  laws,  must  be  pre¬ 
served  where  it  exists  and  revived  where  it  has  languished.  Collusive 
monof)olistic  practices  must  be  eradicated  and  the  trend  toward  concen¬ 
tration  of  economic  p)ower  reversed. 

For  balanced  expansion,  our  economy  requires  a  larger  flow  of  income 
to  consumers.  Comparing  1939  with  today  in  dollars  of  constant  purchas¬ 
ing  jxjwer,  annual  expenditures  for  producers’  durable  equipment  have 
increased  by  170  percent,  while  annual  consumers’  expenditures  have  in¬ 
creased  by  only  48  percent.  When  the  export  surplus  and  business  retooling 
and  the  use  of  savings  and  credit  level  off  or  are  reduced,  we  shall  need 
more  consumer  income  to  sustain  maximum  production. 

More  consumer  income  must  be  accompanied  by  better  income  distribu¬ 
tion.  In  1946,  the  lowest-income  fifth  of  our  families  had  an  average  annual 
income  before  taxes  of  only  $835.  The  second  fifth  had  an  average  annual 
income  of  only  about  $2,000.  The  top  fifth  had  an  average  annual  income 
of  almost  $9,000. 
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Agricultural  and  food  policy  throughout  the  decade  ahead  should  be 
based  on  the  expanding  needs  of  a  maximum  production  economy.  With 
improvements  in  the  incomes  and  living  standards  of  wage  earners,  and 
with  continued  concentration  upon  improving  nutrition,  our  agricultural 
output  should  within  lO  years  reach  a  level  about  lO  percent  above  the 
present  level.  This  would  mean  a  crop  output  about  25  percent,  and  a 
livestock  output  nearly  50  percent,  above  prewar  levels. 

Soil  conservation  activities  should  be  intensified.  Capital  investment 
per  farm  worker  will  need  to  be  increased,  and  there  is  need  for  three  times 
as  many  tractors  on  farms  as  before  the  war.  There  are  2  or  3  million 
farmers  with  too  little  land  or  whose  land  is  too  poor  or  whose  equipment 
is  inadequate. 

We  shall  continue  to  need  the  farm  programs  that  have  been  developed 
to  advise  farmers  in  adjusting  their  production  patterns  to  the  changing 
patterns  of  demand,  and  to  offset  in  some  degree  the  special  hazards  affect¬ 
ing  their  industr\’  through  crop  insurance  and  price  support  for  major 
farm  commodities. 

Tax  policy  for  the  long  run  should  have  two  major  elements:  first,  a 
level  of  revenue  above  expenditures  in  all  except  depression  years  which 
will  piermit  systematic  reduction  of  the  public  debt;  and,  second,  a  tax 
structure  which  will  promote  stabilized  prosperity  through  adjustment  of 
particular  taxes  to  stimulate  or  to  check  consumer  expenditure  or  business 
expenditure  as  circumstances  require. 

Debt  management  policies  should  be  so  conducted  that  appropriate  re¬ 
straints  on  bank  credit  can  be  applied  without  abandoning  or  impairing  the 
sound  principle  of  Government  price  support  of  bonds  which  the  people  have 
bought  as  an  expression  of  their  faith  in  the  Government’s  financial  security. 

Our  international  economic  relations  should  be  such  as  to  aid  in  the 
restoration  of  Europe  under  the  European  Recovery  Program.  We  are 
now  seeking,  and  should  seek  always,  to  negotiate  with  other  nations  better 
standards  for  the  conduct  of  world  trade  so  that  each  country  may  be  facili¬ 
tated  in  producing  the  things  which  it  can  produce  best  and  buying  the 
things  which  can  be  produced  more  economically  elsewhere.  In  a  frame¬ 
work  of  increasing  world  prosperity,  our  country  can  move  forward  most 
confidently  to  meet  the  problems  of  our  domestic  economy. 
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II.  Levels  of  Economic  Activity 
in  1947 


THE  COURSE  OF  EMPLOYMENT  AND  PRODUCTION 


Employment 

Nineteen  forty-seven  was  a  record  year  for  civilian  employment.  In 
June,  civilian  employment  passed  the  sixty-million  mark  for  the  first 
time.  Allowing  for  seasonal  variations,  employment  in  December  (57.9 
million)  was  at  about  the  same  level.  Employment  averaged  58  million  for 
the  year  contrasting  with  an  average  of  55.3  million  in  1946  and  47.5  million 
in  1940.  (See  appendix  B,  table  VIII.) 

'Fhis  increase  in  employment  was  most  pronounced  in  the  manufac¬ 
turing  industries,  with  construction  and  mining  registering  sizeable  per¬ 
centage  gains.  Employment  increased  slightly  in  trade,  finance,  and 
services,  and  decreased  in  government. 

Compared  with  2.3  million  in  1946,  the  number  of  unemployed  averaged 
2.1  million  during  1947.  In  November  and  December,  it  dropped  to  1.6 
million,  the  lowest  figure  in  two  years. 

Production 

The  total  physical  output  of  the  economy  in  1947  was  about  7  percent 
above  1946,  and  about  76  percent  above  the  1935-39  average. 

From  1946  to  1947  increased  output  was  registered  in  each  major  category 
c.xcept  agriculture.  The  total  output  of  farm  products  dropped  3  percent 
due  to  the  disappointing  com  crop.  The  slight  drop  in  agricultural  output 
was  more  than  balanced  by  increased  production  in  manufacturing,  min¬ 
erals,  construction,  transportation,  and  electric  and  gas  utilities.  This  is 
shown  in  chart  2  and  appendix  B,  table  XVI. 

The  above  figures  do  not  fully  account  for  all  changes  in  economic  activity, 
since  they  do  not  include  services  such  as  trade,  finance,  and  government.  It 
is  obviously  impossible  to  measure  precisely  the  production  of  such  services 
in  physical  terms,  but  a  rough  indication  is  given  by  employment  in  the 
service  industries.  The  number  of  persons  in  nongovemmt  ntal  services  in- 
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Civilian  employment  was  at  record  levels  in  1947. 
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creased  moderately  from  1 946  to  1 947,  but  this  increase  was  more  than  offset 
by  a  sharp  drop  in  govenunent  employment,  particularly  military,  as  a 
result  of  demobilization. 

With  an  increase  of  7  percent  in  the  physical  output  of  goods  and  with 
a  drop  in  services,  it  apjx’ars  that  the  total  increase  in  the  output  of  goods 
and  services  together  from  1946  to  1947  was  less  than  5  percent.  Similar 
results  are  obtained  by  adjusting  the  gross  national  product  for  changes  in 
prices. 

The  Hrst  ^onomic  Report  stated  the  objecti\e  of  increasing  the  total 
output  of  goods  and  services  by  about  5  percent  from  the  end  of  1946  to 
the  end  of  1947.  Apparently  the  actual  increase  was  below  that  objective. 

Production  trends  were  uneven  during  the  year.  The  second  quarter  of 
1947  marked  a  period  of  hesitation  by  individual  consumers  and  business. 
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CHANGES  IN  PRODUCTION  OF  GOODS 

Physical  output  in  1947  averaged  7  percent  above  1946  — 
on  increase  for  oil  industries  except  agriculture. 
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explicable  partly  by  high  prices  and  the  expectation  of  early  price  reduc¬ 
tions.  The  temp)orar>-  drop  in  production  was  prolonged  partly  by  the 
fact  that  many  plants  were  shut  down  entirely  during  workers’  vacation 
periods  in  July  and  August  instead  of  attempting  to  stagger  vacations  over 
the  year. 

In  the  fall,  restraining  forces  gave  way  to  new  forces  of  expansion.  Steel, 
automobile,  printing,  and  fuel  output  rose  above  the  peaks  reached  early  in 
the  year.  However,  a  number  of  industries  continued  to  ojjerate  at  lower 
levels,  some  because  of  a  shortage  of  raw  materials,  some  because  of  lagging 
demand.  (See  appendix  B,  table  XV.) 
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INDUSTRIAL  PRODUCTION 


Dutput  in  1947  was  for  obove  prewor  in  alt  noajor  industries, ond 
exceeded  wartime  peaks  in  some  industries. 
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Productivity 

Output  per  man-hour  was  somewhat  higher  in  1947  than  in  1946.  The 
increase  in  production  for  the  economy  as  a  whole  was  primarily  the  result 
of  an  increase  in  capital  equipment  and  in  employment.  Since  both  capital 
equipment  and  employment  expanded  in  manufacturing,  the  capital  equip¬ 
ment  available  per  worker  (the  most  important  single  factor  affecting  pro¬ 
ductivity),  increased  slightly,  if  at  all.  In  agriculture,  even  though  capital 
equipment  increased  in  1947  over  1946  and  employment  remained  almost 
constant,  bad  weather  was  primarily  responsible  for  a  decline  of  some  3 
percent  in  output  per  farm  worker.  Output  per  worker  was  still  far  above 
prewar  levels. 

THE  FLOWr  OF  GOODS  AND  PURCHASING  POWER 

Purchasing  p>ower  over  the  economy  as  a  whole  remained  high  throughout 
1947,  with  resultant  high  demand  for  goods  and  services.  The  signiBcance 
of  this  strong  demand  and  high  purchasing  power,  and  particularly  their 
bearing  upon  prices,  can  be  more  fully  understood  by  tracing  the  flow  of 
goods  and  income  to  domestic  consumers  and  exports,  to  business  and 
government. 

Consumer  income,  expenditure,  and  saving 

Full  employment,  high  wages,  and  large  proprietors’  incomes — both 
industrial  and  agricultural — pushed  consumers’  incomes  to  record  levels 
during  1947.  Most  of  this  money  was  spent,  and  a  decreasing  proportion 
went  into  net  saving.  Consumers  drew  increasingly  upon  credit  to  supple¬ 
ment  their  current  earnings.  Real  purchasing  power  per  capita  has 
remained  above  prewar  levels,  but  the  sharp  rise  in  prices  has  caused  it 
to  decline  during  the  past  2  years.  (See  table  1.) 

Consumer  income.  In  1946,  total  personal  incomes  were  177.2  billion 
dollars.  Increases  were  registered  in  each  quarter  of  1947,  reaching  the 
annual  rate  of  205.3  billion  dollars  in  the  fourth  quarter.  Disposable  personal 
income  (total  personal  incomes  minus  taxes  and  similar  payments)  increased 
from  158.4  billion  dollars  in  1946  to  an  annual  rate  of  183.0  billion  dollars 
in  the  last  quarter  of  1947.  (See  appendix  B,  tables  III  and  IV.) 

Although  the  disposable  dollar  income  of  the  average  American  con¬ 
sumer  reached  a  new  high  in  1947,  the  rapid  rise  in  prices  during  the  last 
18  months  caused  its  purchasing  power  to  be  less  than  in  1946.  Con¬ 
sumption,  however,  was  maintained  by  liquidation  of  past  savings,  a  reduc¬ 
tion  of  the  saving  out  of  current  incomes,  and  the  extensive  use  of  consumer 
credit. 

Changes  in  the  purchasing  power  of  the  disposable  income  of  the  average 
consumer  during  1946  and  1947  show  the  inability  of  incomes  to  keep  pace 
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CONSUMER  INCOME,  SPENDING,  AND  SAVING 

Spending  increased  more  than  income. 
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with  the  inflationary  rise  in  prices.  Average  disposable  income,  in  terms 
of  current  dollars,  has  increased  steadily  since  the  first  quarter  of  1946, 
rising  from  $1,074  then  to  $1,264  in  the  fourth  quarter  of  1947,  an  increase 
of  18  percent.  Yet  its  real  purchasing  power  declined  nearly  8  percent 
during  the  same  period.  The  decline  in  real  purchasing  |x>wer  was  much 
greater  for  the  millions  of  people  whose  incomes  were  fixed  or  lagged  behind 
the  increase  in  average  incomes. 

The  initial  impact  of  the  elimination  of  price  controls  caused  a  sub¬ 
stantial  decline  in  real  disposable  income  of  consumers  in  the  second  half 
of  1946.  The  rate  of  decline  slowed  up  in  the  first  half  of  1947,  as  the 
price  rise  tapered  off  and  as  incomes  continued  to  increase  owing  to  wage 
increases  and  a  higher  level  of  employment.  During  the  third  quarter, 
the  cashing  of  veterans’  tenninal  leave  bonds,  counted  as  addition  to  dis¬ 
posable  income,  halted  momentarily  the  decline  in  real  purchasing  jxjwer 
in  spite  of  the  rapid  rise  in  consumer  prices. 


Table  1. — Per  capita  disposable  income 
Personal  income  after  taxes 


Perio<l 

[  Current 
dollars 

First  half 
of  1947 
dollars  * 

S13 

691 

1,057 

1,122 

1,219 

1,074 

1,091 

1,133 

1,181 

1,186 

1,190 

1,238 

1,262 

797 

1,021 

1,308 

1,251 

1,190 

1,285 
1,284 
1,225 
1,211 
1,194 
1, 183 
1,196 
1, 188 

llMl .  . 

1944 . 

llMfi . 

1947  « . 

.Sea.sonally  adjustod  annual  rates: 

194fl— First  Quaiter . 

Third  quarter . 

Fourth  quarter  • . 

^  Deflated  by  the  consumers’  price  index,  which  cannot  fully  reflect  chanRcs  in  the  quality  and  relative 
availability  of  higher-priced  anti  lower-prieetl  g<x>ds. 

*  Estimates  ba^  on  incomplete  data. 

Source:  Department  of  Commerce  and  Department  of  I.Al>or.  (See  appendix  B.  table  V) 


The  decline  in  the  purchasing  power  of  the  average  consumer’s  income 
since  the  middle  of  1946  reversed  a  very  desirable  trend  in  the  distribution 
of  real  income.  High  levels  of  employment  and  production  during  the  war 
and  postwar  period  had  raised  per  capita  disposable  incomes,  measured  in 
first  half  of  1947  dollars,  from  an  average  of  $797  in  1935-39  to  $1,021  in 
1941,  and  $1,251  in  1946. 

Not  only  did  average  incomes  increase  during  this  period,  but  also  im¬ 
portant  changes  occurred  in  income  distribution.  The  relative  increase  in 
income  (before  taxes)  was  greatest  for  families  in  the  lower-  and  middle- 
income  groups.  For  example,  the  increase  in  incomes  between  1941  and 
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1946  was  over  60  percent  for  the  lowest  40  percent  of  families  and  only  20 
percent  for  the  highest  20  percent  of  families.  This  is  shown  in  the  follow¬ 
ing  table. 

Table  2. — Average  family  income  * 

Money  Income  before  taxes,  1946  dollars 


Families  grouped  from  lowest  to  highest  inrome  ' 

Money  income  before  taxes, 
1946  dollars 

Percent  increase 

193.’)-36 

1941 

1946 

193.5-36 
to  1946 

1941  to 
1946 

Lowest  fifth . 

$446 

$498 

$8,35 

87 

6H 

Second  fifth . 

969 

1,275 

2.023 

log 

59 

Third  fifth . 

1,615 

2,243 

3,0.50 

101 

36 

Fourth  fifth . 

2,284 

3,225 

4,201 

84 

30 

Highest  fifth . 

5.928 

7,418 

8.921 

50 

20 

Average  for  ail  families ' . 

2,229 

2, 932 

3,806 

71 

30 

■  Includes  sinfcle  individuals. 

Source:  See  appendix  A,  section  III. 


The  table  shows  the  increase  in  money  incomes  before  taxes.  If  personal 
income  taxes  were  taken  into  account,  the  relative  improvement  in  the 
lowest  income  group  would  be  more  marked. 

The  greater  increase  in  incomes  in  the  lower  and  middle  groups 
during  this  period  is  to  be  explained  principally  by  the  fact  that  more  people 
were  working  in  1946,  that  more  jobs  were  on  a  full-time  basis,  and  that  many 
families  now  had  more  than  one  pierson  gainfully  employed.  Thus,  the 
relative  gain  of  these  groups  was  mainly  due  to  a  greater  availability  of 
jobs.  A  second  cause  of  the  pronounced  shift  in  distribution  was  that  the 
share  of  the  national  income  going  to  farmers,  whose  cash  income  was  low 
relative  to  urban  groups,  had  increased.  Third,  wage  increases  from  1941 
through  1946  were  greatest  in  the  lower  wage  brackets. 

Under  the  influence  of  these  trends,  there  has  been  a  pronounced  change 
in  the  type  of  family  which  constitutes  the  poorest  20  percent  of  the  popula¬ 
tion.  Many  persons  formerly  unemployed,  or  fanners  formerly  op)erating  at 
marginal  levels,  have  moved  out  of  the  lowest  group,  while  persons  living  on 
small  fixed  incomes  have  moved  down  relative  to  others.  These  trends 
undoubtedly  continued  in  1947,  as  the  effects  of  inflation  continued  to  raise 
the  incomes  of  many  groups,  leaving  others  behind. 

The  number  of  persons  living  on  relatively  fixed  incomes  is  large.  Vet¬ 
erans  living  on  {tensions  number  about  3  million.  Survivors  and  social- 
security  beneficiaries  total  about  2  million  persons,  and  veterans  living 
on  educational  allowances,  without  other  jobs,  about  2  million.  The  num¬ 
ber  receiving  public  assistance  at  the  end  of  1946  was  about  4  million,  and 
this  number  is  increasing.  Some  of  these  persons,  of  course,  receive  income 
from  more  than  one  of  these  sources,  and  some  have  other  sources  of  income. 
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AVERAGE  FAMILY  INCOME 

All  groups  received  more  income  in  1946  than  before  the  war  Greatest 
relative  increases  were  in  the  lower  and  middle  groups 

FAMILIES*  MONEY  INCOME  BEFORE  TAXES,  1946  DOLLARS 


SOURCE  SEE  APPENDIX  A,  SECTION  III. 

Even  in  1946,  many  families  had  incomes  below  what  can  be  considered 
an  adequate  standard:  28  percent  of  the  families  had  money  incomes  less 
than  $2,000,  and  48  percent  less  than  $3,000.  This  is  shown  in  the  follow¬ 
ing  table. 


T.able  3. — Percentage  distribution  of  families,  by  income  levels  in  1946 


Civilian  money  income  classes  (ItMfi  dollars) 

Percent  of 
families  > 

Cumulated 
percent  of 
families  ■ 

Under  I.IXXI  . 

l.nno  to  1.90U  .  . 

12.8 
15  4 

12.8 
28  2 

2,0(K)  to  2.««9  . 

19.  5 

47  7 

3,0(10  to  3, . 

18  4 

4.000  to  4.90« . 

8,(«0  to  7,499  . 

7,500  and  over . . 

13.0 

13.0 

7  9 

79. 1 

92.1 
inn  0 

-  .... 

'  Includes  single  IndividuuLs. 

Source;  See  apiH'ndix  A,  section  III. 
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Consumer  expenditures.  Since  consumers  as  a  whole  spend  most  of 
their  income  currently,  high  levels  of  income  have  been  accompanied  by 
high  levels  of  expenditure.  Consumers  were  spending  at  a  record  annual 
rate  of  172  billion  dollars  in  the  fourth  quarter  of  1947,  compared  with 
144  billion  dollars  during  1946.  This  high  rate  of  spending  was  a  very 
important  factor  in  the  rise  of  prices. 

The  widespread  expectation  of  price  declines  during  the  first  half  of 
1947  caused  many  prospective  purchasers  to  delay  buying  houses  and 
durable  goods.  But  for  the  year  as  a  whole,  minor  shifts  in  patterns  of 
demand  were  far  overshadowed  by  the  willingness  and  ability  of  consumers 
to  buy. 

Whether  this  willingness  and  ability  to  purchase  will  continue  at  current 
levels  will  be  strongly  affected  by  two  factors  emphasized  in  prior  E,eonomic 
Reports — consumer  saving  and  consumer  credit. 

The  decline  in  net  saving.  During  1947  consumers  saved  only  6.3  per¬ 
cent  of  their  disposable  incomes,  a  larger  proportion  than  was  saved  in 
prewar  years  but  well  below  the  1946  level  of  9.3  percent.  Desire  to  buy 
durable  goods,  the  inereased  use  of  consumer  credit,  the  pressure  on  low- 
income  groups  to  retain  wartime  and  immediate  postwar  living  standards 
reduced  the  rate  of  net  saving.  (See  appendix  B,  table  IV.) 

The  decline  in  the  rate  of  net  saving  was  especially  significant  since 
families  with  high  incomes  and  large  accumulations  tended  to  add  to  their 
holdings,  while  many  low-income  families  reduced  their  holdings.  Recent 
studies  indicate  that  more  than  one-quarter  of  all  spending  units  and 
almost  half  of  those  with  incomes  under  $2,000  a  year  held  no  liquid  assets 
in  1947.  Consumers  who  are  drawing  upon  accumulated  assets  are  now 
using  these  substantially  for  general  living  expenses  and  medical  care, 
rather  than  for  durable  goods  and  housing.  Such  use  of  savings  for  cur¬ 
rent  living  expenses  is  an  ominous  sign  for  the  economy  as  a  whole. 

Consumer  credit.  A  gradual  increase  in  consumer  credit  has  bolstered 
the  current  purchasing  power  of  consumers.  The  credit  outstanding  totaled 
13.3  billion  dollars  at  the  end  of  1947,  an  increase  of  3.1  billion  dollars 
over  the  level  at  the  end  of  1946,  and  3.2  billion  dollars  higher  than  the 
previous  peak  reached  in  September  1941. 

Consumers  are  using  larger  amounts  of  all  forms  of  eredit  than  they 
did  a  year  ago.  Total  instalment  credit  increased  over  50  percent,  charge 
accounts,  1 1  percent,  and  other  types  of  consumer  credit,  19  percent.  (See 
appendix  B,  table  VII.) 

Although  the  present  levels  of  credit  are  not  alarmingly  high  in  relation 
to  the  size  of  our  economy,  the  increase  that  ha;;  occurred  during  the  past 
two  years  has  been  adding  to  inflationary  pressures. 

This  survey  of  consumer  income  and  expenditures  during  1947  points 
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CONSUMER  CREDIT 

Consumer  credit  continued  its  sharp  rise  in  1947. 
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SOURCE:  BOARD  OF  SOVERNORS  OF  THE  FEDERAL  RESERVE  SrSTEH. 


to  two  causes  for  concern.  On  the  one  hand,  with  supplementation  of 
current  incomes  through  the  use  of  past  savings  and  the  extension  of  con¬ 
sumer  credit,  total  consumer  demand  exceeded  the  portion  of  the  total 
national  output  available  for  consumers  after  allowing  for  business  and 
foreign  demand.  This  excess  added  to  inflationary  pressure.  On  the 
other  hand,  the  rapid  rise  in  prices  reduced  the  real  purchasing  power  of 
consumers  to  the  point  where  it  will  not  be  adequate  to  take  the  consumers’ 
share  of  the  national  output  at  present  prices  when  certain  abnormal  de¬ 
mands  are  reduced  and  when  the  rate  of  consumer  saving  cannot  be  further 
reduced.  Since  adjustment  to  meet  conditions  of  this  kind  take  time  to 
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make,  this  underscores  the  need  for  prompt  action  to  halt  the  rising  cost 
of  living.  The  present  situation  is  particularly  serious  for  consumers  who 
have  low  incomes  or  who  live  on  fixed  incomes. 

Business  investment,  income,  and  financing 

The  record  level  of  business  investment  in  1947  was  another  major  source 
of  demand  for  goods  and  services,  swelling  the  pressure  ujx)n  our  available 
resources.  Business  expenditures  for  plant,  cc|uipment,  and  additional  in¬ 
ventories  amounted  to  over  25  billion  dollars  in  1947  compared  with  about 
21  billion  in  1946.  Nonfarm  residential  construction  increased  from  3.2 
billion  dollars  in  1946  to  4.9  billion  in  1947.  These  high  levels  of  invest¬ 
ment  and  residential  construction  in  part  reflected  the  effects  of  higher 
prices. 

Domestic  business  investment:  producers’  goods.  Business  outlays  for 
productive  equipment  were  at  record  levels  during  the  last  thn'c  quarters 
of  1947  despite  continued  shortages  of  many  basic  materials  and  machinen- 
items.  Total  outlays  for  new’  equipment  in  1947  were  about  40  percent 
greater  than  in  1946,  with  about  a  third  of  this  increase  representing  higher 
prices.  These  heavy  expenditures  for  producers’  goods  were  a  direct  and 
important  stimulus  to  the  economy.  Plant  and  equipment  outlays  were 
high  in  every  major  field,  but  were  particularly  noteworthy  in  utilities,  trans¬ 
portation,  and  those  lines  of  manufacturing,  such  as  textiles,  which  had  not 
undergone  a  normal  rate  of  expansion  or  modernization  of  facilities  during 
the  war  period. 

Most  tyjaes  of  industrial  equipment  were  in  considerably  easier  supply  at 
the  end  of  the  year  than  at  the  beginning,  as  equipment  manufacturers  ex¬ 
panded  capacity,  completed  their  reconversions  from  wartime  production, 
and  balanced  their  inventories.  In  some  fields,  primarily  utilities  and  trans¬ 
portation,  the  backlog  of  commitments  for  new’  facilities  was  still  great  at 
the  year’s  end.  This  was  also  true  of  some  imp)ortant  manufacturing  in¬ 
dustries  such  as  steel,  coke,  and  oil,  where  expansion  programs  extending 
beyond  1948  were  announced. 

Although  the  rate  of  replacement  and  improvement  of  productive  equip¬ 
ment  will  vary  in  response  to  the  outlook  for  demand,  prices,  and  costs,  it 
appears  that  total  plant  and  equipment  outlays  may  be  leveling  off.  Indus¬ 
trial  construction  contracts  have  remained  well  below  the  high  levels  of 
1946.  In  many  industries,  postwar  expansion  programs  for  capacity  are 
nearly  completed.  According  to  the  latest  quarterly  survey  by  the  Securities 
and  Exchange  Commission  and  the  Department  of  Commerce,  all  major 
categories  of  business  plan  to  spend  less  on  plant  and  equipment  in  the  first 
quarter  of  1948  than  in  the  preceding  quarter,  though  more  than  was 
actually  spent  in  the  first  quarter  of  1947.  (Sec  appendix  B,  table  XIX.) 
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Inventories.  Accumulation  of  business  inventories,  which  had  been  a 
substantial  supporting  factor  in  the  demand  for  goods  through  1946  and  the 
early  part  of  1947,  was  interrupted  in  the  middle  of  the  year  but  resumed  in 
the  fall.  After  allowance  for  nonnal  seasonal  variation,  the  rate  of  accumu¬ 
lation  in  physical  terms  during  the  last  quarter  of  the  year  was  about  the 
same  as  that  of  the  first  quarter  of  1947,  but  well  below  that  of  the  fourth 
(|uartcr  of  1946.  The  book  value  of  all  nonfarm  business  inventories  rose 
about  8  billion  dollars  during  1947,  a  substantial  part  of  this  amount 
representing  price  increases. 

Initial  programs  of  fxistwar  restocking  in  nondurable  lines  had  been  sub¬ 
stantially  conjpleted  early  in  1947,  and  expectations  of  a  decline  in  sales  and 
prices  led  to  a  more  than  seasonal  cutback  of  inventories  in  the  second  quar¬ 
ter.  In  durable  goods  lines,  with  considerable  backlogs  of  consumer 
demand,  accumulation  was  only  slowed.  As  business  optimism  revived  dur¬ 
ing  the  latter  part  of  the  year,  inventories  were  again  built  up  at  increasing 
rates  in  nondurable  lines,  particularly  at  the  retail  level. 

Short  stcH'ks  of  some  durable  items  continue  to  hamper  industrial  activity. 
But  in  contrast  to  the  inventory  accumulation  of  a  year  ago,  which  repre¬ 
sented  restoration  of  war-depleted  stocks,  the  recent  wave  of  accumulation 
appc'ars  to  have  been  based  largely  on  the  exp)ectation  of  further  price  rises 
in  lines  where  stocks  art'  already  adequate.  Though  overall  ratios  of  inven¬ 
tories  to  sales  are  still  below  prewar  ratios,  liquidation  of  inventories  in  case 
of  a  decline  in  sales  raises  a  greater  potential  threat  to  the  maintenance  of 
production  and  employment  than  has  been  the  case  at  any  time  since  the 
war  began.  ( See  apfx'ndix  B,  tables  XX  and  XXL) 

Private  construction.  The  construction  industry  expanded  less  in  1947 
than  most  major  sections  of  the  economy  in  terms  of  physical  activity. 
Though  its  dollar  volume  was  high,  the  physical  volume  was  actually  less 
than  it  had  bt'cn  in  any  year  from  1923  to  1930.  There  was  a  sharp  in¬ 
crease  in  construction  costs  in  1947,  wdth  average  costs  reaching  a  level 
double  w'hat  they  were  in  1940.  In  the  decade  following  the  first  World 
War  the  construction  industry  represented  about  10  percent  of  the  economy. 
It  now  represents  only  about  half  that  percentage.  Unless  important 
changes  are  made  in  present  methods  and  prices,  its  relative  importance  may 
continue  to  decline.  This  problem,  as  it  relates  to  housing,  is  discussed 
more  fully  in  Section  V.  (See  appendix  B,  tables  XVII  and  XVIII.) 

The  number  of  housing  units  completed  in  1947  was  nearly  double  that 
of  1946,  and  the  backlog  of  houses  under  construction  was  as  great  by  the 
end  of  the  year  as  at  the  beginning  despite  the  reduction  in  construction 
time  and  the  increased  volume  of  completions.  Current  high  costs,  how¬ 
ever,  raised  question  as  to  the  ability  of  the  industry  to  continue  to  operate 
at  current  levels,  in  the  residential  field  at  least.  A  promising  development 
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was  the  ability  of  many  construction  companies  to  shift  from  nonrcsidential 
to  residential  construction.  Men  and  materials  which  were  producing 
factories  and  commercial  construction  in  1946  were  producing  housing 
in  1947. 

Business  income  and  financing.  Business  income  in  1947  remained  con¬ 
sistently  above  the  level  of  any  previous  year.  Fhe  need  for  business  funds, 
however,  was  also  unprecedented  due  in  large  part  to  higher  prices.  Busi¬ 
ness  spent  about  25  billion  dollars  during  the  year  on  plant,  equipment, 
and  increase  of  inventories,  exclusive  of  almost  5  bMlion  dollars  devoted 
to  residential  construction.  In  addition,  the  increased  cost  of  inven¬ 
tories  due  simply  to  rising  prices  amounted  to  about  6  billion  dollars. 

Business  corporations,  while  paying  out  a  record  amount  in  dividends, 
retained  the  remarkably  high  proportion  of  five-eighths  of  their  profits  after 
taxes  in  1947.  (See  appendix  B,  table  XXII.)  Consequently,  reinvested 
corporate  earnings  were  a  much  more  important  source  of  business  funds  in 
1947  than  ever  before,  providing  10.3  billion  dollars  compared  with  6.9 
billion  the  previous  year.  Retained  corporate  earnings  in  1947  were  about 
double  the  annual  retention  during  the  war  years  and  four  times  those  of 
1929.  The  general  profit  situation  is  discussed  more  fully  in  Section  III. 

Accruals  to  depreciation  and  similar  reserves  were  higher  than  in  1946. 
Due  to  increased  costs,  these  allowances  were  generally  insufficient  in  them¬ 
selves  to  finance  replacement  of  plant  and  equipment. 

In  addition  to  the  internal  financing  from  current  receipts,  business  also 
drew  upon  its  previously  accumulated  liquid  assets,  though  to  a  much 
smaller  extent  than  in  1946.  Nonfinancial  corporations,  for  example, 
reduced  their  liquid  assets  by  around  1.5  billion  dollars  in  1947  compared 
with  5.5  billion  dollars  in  1946.  This  drop  was  substantial  even  when  allow¬ 
ance  is  made  in  the  1946  figure  for  the  elimination  of  the  excess  profits  tax 
which  permitted  firms  to  begin  holding  a  smaller  volume  of  liquid  assets 
as  a  reserve  for  tax  payments. 

Flotation  of  securities  for  new  capital  provided  around  4  billion  dollars 
in  1947,  compared  with  3.3  billion  in  the  previous  year.  The  increase  was 
in  fixed-interest  types  of  securities,  reflecting  particularly  a  great  increase 
in  the  proportion  of  the  total  offerings  made  by  utilities.  The  securities 
markets  furnished  less  equity  capital.  Further,  it  is  interesting  to  note  that, 
while  in  1947  the  issues  for  new  capital  amounted  to  only  around  one-sixth 
of  total  financial  requirements  of  business,  in  1929  they  amounted  to  around 
60  percent.  Moreover,  only  about  30  percent  of  the  1947  new  capital 
issues  were  of  the  equity  type  rather  than  fixed-interest-bearing  securities, 
compared  with  about  75  percent  in  1929. 

Another  important  outside  source  of  funds  to  finance  the  investment 
program  of  business  was  bank  loans.  Banks  furnished  almost  as  much  new 


24 


'5 


credit  to  business  in  1947  as  in  1946.  Most  of  the  expansion  of  bank  credit 
took  place  in  tlie  second  half  of  1947. 

Coinniercial  bank  loans  to  business,  including  the  purchase  of  open 
market  paper  and  excluding  agricultural  loans,  increased  during  1947  by 
about  4.2  billion  dollars,  compared  with  an  increase  of  4.6  billion  dollars 
during  1946.  Agricultural  loans,  which  had  remained  stable  during  1946, 
increased  in  1947.  Although  outstanding  loans  declined  temporarily 
during  the  second  quarter,  the  rise  in  commercial  credit  in  the  latter  part 
of  the  year  was  so  rapid  as  to  cause  concern  in  the  prevailing  inflationary 
situation.  (See  appendix  B,  table  XXVII.) 

In  residential  construction,  the  estimated  mortgage  indebtedness  upon 
one-  to  four-family  stnictures  increased  about  one-half  billion  dollars  in 
1945,  4.5  billion  in  1946,  and  5.5  billion  in  1947.  Thus,  for  the  last  two 
years,  mortgage  indebtedn<'ss  has  been  rising  faster  than  the  construction 
expenditures  on  new  housing.  There  has  been  no  important  shift  in  the 
soun'e  of  funds  for  this  financing.  Saving  and  loan  associations  accounted 
for  about  one-third  of  the  value  of  mortgages  recorded,  banks  for  about  one- 
fourth,  individuals  for  over  one-sixth,  and  miscellaneous  groujis  for  the  re¬ 
mainder.  'I'he  size  of  the  average  mortgage  has  been  rising  and  is  now 
about  30  percent  higher  than  it  was  two  years  ago.  Veterans’  loans  guaran¬ 
teed  by  the  Government  increased  from  17  percent  of  the  total  number  of 
ri'corded  residential  loans  in  1946  to  21  percent  in  the  first  10  months  of 
1947.  The  proportion  of  new  housing  started  which  has  Ix'en  financed 
with  FHA  insurance  increased  from  10  percent  in  1946  to  26  percent  in  the 
first  11  months  of  1947. 

During  1947,  as  in  other  years,  the  situation  regarding  business  invest¬ 
ment,  income,  and  financing  was  not  uniform  for  all  firms  and  industries. 
Some  businessmen  experienced  difficulties  in  floating  new  capital  on  the 
security  market.  Others  reached  the  limit  of  what  they  regarded  as  the  safe 
use  of  bank  credit.  Most  business  required  large  amounts  of  additional 
working  capital  for  canning  inventories  at  increasing  prices  and  for  meeting 
payrolls  at  higher  wage  rates.  But  after  making  allowance  for  these  fac¬ 
tors,  it  remains  clear  that  the  extraordinary’  rate  of  business  income  in  gen¬ 
eral  allowed  investment  to  proceed  at  record  levels.  Even  greater  expansion 
was  prevented  mainly  by  lack  of  material  rather  than  by  lack  of  intention 
to  invest  or  lack  of  financial  resources. 

International  transactions 

Our  international  transactions  during  1947  were  characterized  by  a  very' 
rapid  expansion  of  exports  of  goods  and  services  in  the  early  part  of  the 
year,  followed  by  a  decline.  Since  imports  of  goods  and  services  did  not 
change  much  during  the  year,  the  export  surplus  rose  and  then  fell  corre- 
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spondingly.  For  the  year  as  a  whole,  exports  of  goods  and  services  ex¬ 
ceeded  imports  by  more  than  11  billion  dollars,  compared  with  8.1  billion 
in  1946.  The  lack  of  balance  in  our  trade  was  thus  intensified.  Quarterly 
movements  are  shown  in  the  following  table: 


Table  4. — United  States  exports  and  imports  of  goods  and  services 
[nillions  of  dolhiT!!,  anniiiU  riit<>] 


Period 

F.xi>orts  of 
giK^s  and 

.-^t-rviei'S  • 

Im|><)rl.s  of 
tiooxls  an<l 
s*'rvkvs  > 

Kx|X)rt 

.surplus 

1036-38  average . 

4. 1 

3.6 

0.5 

10*6— First  Quarter . 

M  3 

7.2 

7  1 

Second  quarter . 

16.4 

6  5 

9  V 

15.  0 

7  1 

15  3 

7.  6 

10*7— First  ouster . 

IS.  7 

is  0 

10  : 

Second  quarter . 

IM  0 

S.  2 

12  > 

Third  quarter . 

IS.  6 

S.  1 

10  5 

Fourth  quarter* . 

10.  6 

S.U 

11  c 

■  Includes  income  on  investments. 

>  Estimates  bast'd  on  incuniplete  data. 
Source:  Department  of  Commerce. 


The  increase  in  the  e.xport  surplus  during  the  first  part  of  1947  reflected 
shipments  of  goods  not  only  to  Europe  but  also  to  the  countries  of  this 
hemisphere  and  to  other  continents.  (See  appendix  B,  table  XXXI I.) 
It  resulted  primarily  from  an  increased  physical  quantity  of  exports  of 
manufactured  products,  although  increased  shipments  of  grain  and  higher 
prices  for  all  types  of  exports  contributed  to  the  rising  dollar  total.  There 
was  an  intense  need  for  goods  in  Eurojje,  and  high  demand  and  purchasing 
power  in  other  countries. 

Since  foreign  countries  were  able  to  increase  their  sales  of  goods  and 
services  to  us  only  slightly,  they  had  to  utilize  the  aid  extended  by  the 
United  States  Government  and  their  gold  and  dollar  assets  much  more 
rapidly  than  in  1946.  As  table  5  shows,  these  two  forms  of  financing, 
which  were  being  utilized  at  a  combined  annual  rate  of  7.6  billion  dollan 
in  the  last  quarter  of  1946,  were  drawn  on  at  a  rate  of  11.7  billion  in  the 
second  quarter  of  1947. 

The  rate  at  which  foreign  countries  were  utilizing  United  States  credits 
and  their  own  gold  and  dollar  assets  was  depleting  these  resources  rapidl^ 
and  the  ability  of  some  countries  to  import  from  the  United  States  was  being 
exhausted.  Many  of  these  countries  were  forced  to  put  more  rigid  restric¬ 
tions  upon  their  purchases  from  the  United  States. 

During  the  first  half  of  1947,  the  increase  in  the  ex{X)rt  surplus  accounted 
for  about  half  of  the  total  increase  in  the  money  value  of  total  nationa 
production.  Exports  of  nonagricultural  commoc’ities  directly  and  indirect!) 
provided  employment  for  nearly  2.5  million  workers  in  nonagricultura'^ 
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EXPORT  SURPLUS 


EXPORTS  AND  IMPORTS 
OF  GOODS  AND  SERVICES 

Exports  increased  much  more  than  imports  in  1946  and  1947, 
resulting  in  a  larger  export  surplus. 


BILLIONS  Of  DOLLARS 
ANNUAL  RATE 


BILLIONS  Of  DOLLARS 
ANNUAL  RATE 


EXPORTS  OF  GOODS  AND  SERVICES 

X 


IMPORTS  OF  GOODS  AND  SERVICES 


3d  Qr  aih  Qr  I  IstQr.  2d  Or  3d  Or  4lh  Qr  I  1st  Qr.  2d  Qr  3d  Qr.  4th  Qr. 
1945  1946  1947 

U.  S.  Government  aid  continued  to  be  o  mojor  factor  in 
financing  the  export  surplus 

5 


EXPORT  SURPLUS 

OTH  ER  ’oSxV 
^MEANS  OF 
SSFINANCING^X-f-X 

3d  Qr  4  th  Qr  IstQr.  2d  Qr.  3dQr.  4th  Qr  I  IstQr.  2d  Qr.  3d  Qr.  4th  Qr. 
1945  1946  1947 


;  •  i>Kluo£S  incone  on  mvcsrncnrs. 

lintCC  '  VL!"  outnren,  ornen  netns  or  rmtncm  »£•£  ncstrivt  roman  counrmta  acevnuirreo  sold  ano 
ooLLtn  aiiAncts  atcrusc  u  s  cash  PArncnrs  ron  mronTs  ucecoco  u  s  cash  Kccirrs  ron  {xrorro, 

tioni  SOURCE  oepartment  OF  coMMcitce. 


recth  »i 
Itura’I  ; 


770958* — 48 - 3 
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Table  5. — Financing  the  excess  of  goods  and  services  supplied  to  foreign  countries 


(nilllons  of  dollars,  annual  ralp] 


Table  6. — Federal  cash  payments  to  the  public 

inillioM  of  dollnrs] 


Oroup  rccplving  payment  and  type  of  payment 


Individuals: 

Salaries  and  waces  of  Federal  personnel; 

Military  > . 

(’iviiian . . 

Pensions  and  other  payments  to  veterans  ‘ . 

Sneial  welfare  iKUietleiaries . 

I/)ans  to  home  owners  .  . . 

Interest  on  Federal  debt . 

Hefunds  of  taxes . 

Total . 

Itusiness;  i 

Payments  for  purchases  of  goods  and  servkies* . 

Subsidies  and  other  (myments  to  farmers  . 

Ix>ans  and  subsidies  to  business  . . 

Inten-st  on  the  Fe<leral  debt . 

Hefunds  of  taxes . | 

Total...  .  I 

I 

International:  ' 

l,oans  to  foreign  governments .  ‘ 

SulfM-riptions  to  and  raemU'rship  in  International  organizations’ . I 

Total . I 

Plate  and  local  governments  fgrantsdn-ald,  interest  on  Federal  debt,  and  loans)  | 

Total,  F  ederal  cash  payments  to  the  public . 1 


Calendar 

Calendar 

year  I'J46 

year  1947  i 

8.7 

3.5 

6.5 

6. 1 

6.9 

6.9 

2.0 

1.9 

•-.3 

*-.l 

1.2 

1.4 

1.6 

1.6 

24.6 

21.3 

12.8 

8.5 

.9 

.8 

•-.5 

.1 

2.4 

2.3 

2.4 

1.0 

18.0 

12.7 

1.5 

3.6 

.3 

19 

1.7 

5.5 

1.2 

1.6 

-.  4 

2 

4.'’..  3 

41.3 

'  Preliminary  estimate  based  on  incomplete  data. 

•  Includes  deiiendency  allowances. 

•  Includes  mustering-out  pay  and  cash  terminaldeave  pay, 

•  Repayments  exceed  loans. 

•  Includes  purchases  maile  by  this  Oovemment  for  occtipled  areas  and  other  orerseas  relief. 

•  Repayments  exceed  loans  and  subsidies. 

’  Includes  subscriiitions  to  the  International  Monetary  Fund  and  Bank,  membership  in  the  United 
Nations  and  other  International  organizations. 


Note.— Detail  will  not  necessarily  add  to  totals  because  of  rounding. 


ments  were  probably  in  approximate  balance  for  the  calendar  year  1947 
as  a  whole,  but  during  the  second  half  of  the  year  expenditures  began  to 
outrun  receipts,  thus  adding  somewhat  to  the  inflationary  pressure.  (See 
appendix  A,  table  V\) 

Construction  expenditures  of  1.2  billion  dollars  by  the  Federal  Govern¬ 
ment  in  1917  were  somewhat  higher  than  in  1946,  although  the  physical 
volume  of  work  performed  declined.  Similar  outlays  by  State  and  local 
governments  were  about  1.8  billion  dollars,  an  increase  of  about  two-thirds 
above  the  1946  level  in  dollar  terms. 

Despite  the  war-created  shortage  of  urgently  needed  public  facilities. 
State  and  local  governments,  as  well  as  Federal  agencies,  have  shown  com¬ 
mendable  restraint  in  refusing  to  undertake  new  construction  activities  in 
the  face  of  high  prices.  Both  State  and  Federal  public-roads  officials  have 
been  meeting  constantly  with  engineers  and  contractors  to  hold  down  costs 
by  simplifying  their  designs  and  improving  their  working  methods.  Other 
Federal  agencies  arc  also  employing  these  techniques. 
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Receipts  and  debt  management.  While  cash  payments  to  the  public 
were  being  reduced,  Federal  cash  receipts  during  1947  were  at  the  record 
peacetime  level  of  46.9  billion  dollars  and  exceeded  payments  by  over 
5.5  billion.  The  sources  of  these  receipts  were  as  follows: 


Table  7. — Federal  receipts  from  the  public  other  than  borrowing 
inillions  of  dollars] 


Source 

Calendar 
year  1940 

■i 

Total  budgetary  rea'ipts . 

41.  .1 
4,0 

■■eh 

4.V5 

40.9 

>  Estimates  bast'd  on  incomplete  data. 

*  Net  appropriation  to  Fetleral  okl-ape  and  survivors  Insurance  trust  fund  is  excluded  from  emplojrment 
taxes  but  included  in  trust-account  receipts. 

Note.— Detail  will  not  necessarily  add  to  totals  because  of  roundintt. 

The  cash  surplus  of  over  5.5  billion  dollars  in  1947  was  used  primarily 
to  reduce  the  volume  of  Federal  debt  held  by  the  banks.  Retirement  of 
securities  owned  by  commercial  banks,  and  especially  Federal  Reserve  Banks, 
has  been  emphasized  in  order  to  secure  a  maximum  deflationary’  efTect  from 
the  Federal  program  of  debt  reduction.  Total  bank  holdings  of  Federal 
securities  were  under  92  billion  dollars  at  the  end  of  the  year.  This  is  23 
billion  dollars  below  the  peak  in  February’  1946  and  more  than  6  billion 
dollars  below  the  level  of  bank  holdings  at  the  end  of  1946. 

At  the  present  time  the  gross  national  debt  is  under  257  billion  dollars,  as 
compared  with  a  peak  of  279.8  billion  dollars  on  February  28,  1946.  How¬ 
ever,  the  Treasury  cash  balance  at  the  present  time  is  under  3  billion  dollars, 
although  when  the  debt  was  at  its  highest  point,  the  balance  was  about  25 
billion  dollars.  At  the  present  time  about  34  billion  dollars  of  the  Federal 
debt  is  held  by  Government  agencies  and  trust  funds  with  the  remaining 
223  billion  dollars  in  private  hands.  (See  appendix  B,  table  XXX.) 

In  addition  to  the  cash  basis  for  recording  Federal  expenditures,  receipts, 
and  surplus  used  in  this  Report,  there  is  the  conventional  budgetary  con¬ 
cept  used  in  the  Budget  Message.  A  detailed  reconciliation  between 
these  two  methods  is  shown  in  appendix  A,  section  II.  j 

The  diflference  between  the  cash  surplus  of  over  5.5  billion  dollars  and  | 
the  budgetary  surplus  of  about  2.5  billion  dollars  in  1947  is  accounted  for  ^ 
largely  by  the  increase  in  social  security  reserves.  Appropriations  to  social  | 
security  funds,  whether  used  for  payments  of  beneflts,  or  for  reserve  accumu-  I 
lation  are  a  charge  on  the  budget,  thereby  reducing  the  budget  surplus  in  I 
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the  conventional  definition.  Using  the  cash  concept,  however,  the  excess 
of  social  insurance  contributions  over  benefit  payments  appears  as  an  addi¬ 
tion  to  the  Government  surplus.  Such  surplus  has  a  counter-inflationary 
eflect,  as  it  comes  out  of  labor  and  business  incomes,  thereby  decreasing 
demand. 

This  survey  of  Government  transactions  during  1947  indicates  that  high 
taxes  and  reduced  expenditures  have  partly  offset  the  powerful  inflationary 
pressures  in  other  sectors  of  the  economy. 

Summary:  The  Nation’s  Economic  Budget 

The  Nation’s  Economic  budget  summarizes  in  a  few  broad  figures  the 
flow  of  goods  and  purchasing  power  through  the  main  sectors  of  the 
economy:  consumer  households,  business.  Government  activities,  and  the 
international  area.  The  following  table  portrays  our  economy  in  action 
and  transition  during  1946  and  1947: 


Table  8. —  The  Nation’s  economic  budget,  calendar  years  1946  and  1947 


[Dillionsot  ilollars,  c-um‘iit  priws] 


AW’D  ants 

! 

Calendar  year  1646 

j  Calendar  year  1947,  sea.sonally  adjusted 

annual  rates  > 

9 

Ex- 

p'nd- 

itures 

Exce.ss 
(+)  or 
deficit 
(-) 

First  half 

Second  half 

Re¬ 

ceipts 

Ex- 

jamd- 

itures 

Ex««s 
(+)  or 
deficit 
(-) 

1 

1  Ex- 
jK'nd- 
itures 

Excess 
(+)  or 
deficit 
(-) 

Consumers: 

1.W.4 

170.3 

180.8 

14.3.  7 

160.0 

169.0 

+14.8 

+10.3 

+11.8 

Busituss: 

Undi-stributed  profits  an<l 

13.3 

17.4 

17.8 

Grass  domestic  investment: 

8.5 

12.4 

3.7 

10.0 

17.2 
2. 1 

11.2 

18.0 

2.5 

Producers'  dural)lee(iuii)- 

Total . 

Excess  of  receipts  (+)  or 

24.6 

26.3 

31.7 

-11.3 

-11.9 

-13.9 

International: 

4.8 

9.4 

8.2 

Excess  of  receipts  (+)  or  in- 

-4.8 

-9.4 

-8.2 

Oovernment  (Federal,  State, 
and  local); 

Cash  recx'ipts  from  the  public.. 
Cash  payments  to  the  public. . 
Exce.ss  of  receipts  (+)  or  pay- 

.Vi.5 

59.7 

58.7 

55.2 

i 

54.2 

52.7 

+1.3 

0 

+5.5 

+5.4 

+6.0 

+4.3 

Adjustments  to  arrive  at  gross 
national  product . 

Total  gross  national  product 

-24.5 

-■24.5 

-21.4 

-26.8 

-19.8 

-24.1 

2()3.7 

2(V3.7 

0 

Z26.  1 

226.1  j 

0 

237.4 

t 

237.4 

0 

'  Estimate  bast-d  on  incompU-te  data. 


Not«‘.— Detail  will  not  necessarily  add  to  totals  because  of  rounding. 
Source;  See  appendix  .K,  section  I. 
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iThe  changes  in  the  Nation’s  Economic  Budget  between  1946  and  1947 
showt'd  increases  in  all  major  categories  except  government  expenditures. 
While  a  higher  price  level  enlarged  the  dollar  size  of  these  increases,  the 
fact  that  they  were  not  the  same  in  all  categories  indicated  significant  shifts 
in  the  composition  of  the  economy  in  action. 

While  consumers’  expenditures  increased  14  percent,  investment  ex¬ 
penditures  for  construction,  equipment,  and  inventories  increased  24  per¬ 
cent,  and  net  foreign  investment  by  83  percent.  Thus,  in  the  expansion  of 
the  Nation’s  Economic  Budget  from  1946  to  1947,  the  relative  increases  in 
outlays  by  business  and  net  foreign  investment  were  much  greater  than  the 
increases  in  consumer  expenditures.  This  is  all  the  more  significant  as  the 
rise  in  consumers’  disposable  income  was  3.5  billion  dollars  less  than  the 
/  increase  in  consumers’  expenditures,  which  indicates  that  consumers  financed 
a  growing  part  of  their  purchases  by  consumer  credits,  use  of  past  savings, 
or  a  smaller  rate  of  new  saving.  Consumers  saved  about  1 1  billion  dollars 
i  in  1947  while  net  exports  plus  the  excess  of  domestic  investment  over  re- 
'<  tained  corporate  earnings  and  reserves  totaled  about  22  billion  dollars. 
I  A  ( onsiderable  portion  of  the  increase  in  personal  incomes  and  profits  was 
aI)sorbed  by  taxes,  while  government  cash  expenditures  declined.  The 
'  large  tax  collections  functioned  as  a  kind  of  forced  saving,  supplcment- 
ing  individual  saving  and  business  saving  in  financing  the  huge  net  outlaw's 

ifor  domestic  capital  formulation  and  the  export  surplus. 

.'\  comparison  of  the  estimates  for  the  first  and  second  halves  of  the  year 
1947  shows  substantial  changes  in  the  component  sectors  of  the  economy. 
Outlays  for  producers’  durable  equipment,  which  increased  very  rapidly 
during  the  first  half  of  1947,  expanded  only  slightly  in  the  .second  half 
('f  the  year.  'I’he  rate  of  increase  in  inventories  dropped  in  the  first  half  of 
19-17,  and  rose  again  in  the  second  half  of  the  year.  The  c.xport  surplus 
declined  somewhat  in  the  last  half  of  the  year.  Consumer  expenditures 
and  new  construction  increased  all  through  the  year  in  dollar  terms. 

V’iewed  as  a  whole,  the  adjustments  within  the  economy  during  1947  were 
sufficient  to  maintain  maximum  employment  and  high  production  through¬ 
out  the  year.  'I'hat  this  should  have  occurred  during  a  year  of  considerable 
flux  indicates  the  flexibility  and  strength  of  the  economy. 

I'his,  however,  does  not  necessarily  mean  that  capital  investment,  exports, 
and  domestic  consumption  grew  in  balanced  proportion  or  that  the  factors 
which  maintained  high-level  activity  through  1947  can  be  regarded  as 
the  ordinary  and  pennanent  elements  of  economic  growth.  Price  increases 
operated  to  hold  the  purchasing  power  of  consumers  at  levels  which  would 
have  been  insufficient  to  permit  absorption  of  the  full  output  had  it  not 
been  for  the  extraordinary  export  surplus,  the  use  of  savings  and  credit 
at  abnormal  rates,  and  the  continuance  of  backlog  business  demands. 


III.  Price  and  Income  Trends  and 
the  Course  of  Inflation 


Back  of  the  income  and  expenditure  totals  whose  trends  have  just  been 
traced  lies  a  whole  network  of  price,  wage,  and  profit  relationships 
which  determine  whether  or  not  we  move  toward  economic  stability.  The 
changes  in  these  relationships  during  1947  have  not  accomplished  that 
end,  nor  have  they  assured  the  maintenance  of  high  production  and  em¬ 
ployment  in  1948.  It  becomes  ncccssar\’,  therefore,  to  examine  the  under¬ 
lying  facts  more  carefully  and  to  uncover  the  dangerous  tendencies  which 
they  include. 

PRICE  TRENDS 

A  review  of  price  movements  during  1947  cannot  ignore  the  events  of 
the  last  half  of  1946.  The  abolition  of  OP-\  raised  the  question  how  the 
economy  would  adjust  itself  to  freedom  from  price  controls.  'I'hc  answer 
was  soon  read  in  the  sharp  rise  of  wholesale  prices  between  June  and 
December  1946.  This  was  at  an  annual  rate  of  almost  50  percent,  one  of 
the  steepest  rises  ever  recorded.  Consumers’  prices  rose  at  an  annual  rate  of 
30  percent  during  the  same  period. 

The  dangers  of  this  situation  were  emphasized  in  the  first  Economic 
Rcjxirt  and,  when  prices  continued  to  rise  during  the  first  quarter  of  1947, 
it  was  found  necessary  to  repeat  the  warnings  about  high  prices  late  in 
March  and  in  April,  urging  businessmen  to  exert  every  effort  to  “hold  the 
line”  and  help  check  the  spiraling  forces  of  inflation. 

Prices  leveled  off  in  the  second  quarter  of  1947.  Business  was  pursuing 
a  much  more  cautious  inventory  policy.  Sellers  of  a  number  of  commodi¬ 
ties  found  that  backlogs  of  demand  had  dwindled.  There  was  evidence 
that  many  sellers  were  seeking  to  hold  prices  below  the  maximum  that  the 
traffic  would  bear.  However,  the  pressure  which  many  distributors  put  on 
manufacturers  to  lower  their  prices  had  little  effect. 

In  the  early  summer  of  1947  substantial  price  increases  in  coal,  steel,  and 
steel  products  took  place,  following  the  increase  in  freight  rates  and  after  the 
new  wage  contracts  negotiated  in  the  coal  industry.  There  also  com- 
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WHOLESALE  PRICES 

Wholesale  prices,  after  leveling  off  in  the  second  quarter  of  1947, 
resumed  their  sharp  rise  in  the  second  half  of  the  year. 

PERCENT  OF  I92«  AVERASE 
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inenccd  a  sharp  rise  in  the  prices  of  meats,  dairy  products,  eggs  and  poultry, 
due  to  a  normal  seasonal  downturn  in  the  marketings  of  these  products, 
and  to  a  rise  in  the  level  of  consumer  demand  growing  out  of  increasing 
incomes  and  the  larger  number  of  people  at  work.  And  in  the  middle  of 
August,  grain  prices  began  to  move  up  rapidly.  Although  our  wheat  crop 
was  of  record-breaking  size,  our  corn  crop  was  poor.  This  put  additional 
pressure  on  our  domestic  supply  of  wheat  to  supplement  the  deficiency  in 
corn  for  animal-feeding  purposes.  It  also  became  clear  that  foreign  re¬ 
quirements  for  wheat  would  be  large  because  of  the  poor  crop  in  Europe. 
The  large  rise  in  wheat  and  corn  prices  caused  increases  in  the  prices  of 
flour  and  cereal  products.  Led  by  these  specific  price  increases,  there 
developed  during  the  third  quarter  a  general  upward  movement  of  prices 
whieh  continued  through  the  rest  of  the  year. 

Since  June  1947,  wholesale  prices  have  risen  at  an  annual  rate  of  20 
percent  and  consumers’  prices  at  a  rate  of  1 2  jiercent. 

The  behavior  of  wholesale  prices  is  shown  in  table  9  by  commodity 
groups  and  by  periods; 


Table  9. — Percentage  changes  in  wholesale  prices  since  June  1946 
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Sourw:  Department  of  Labor  (see  appendix  B,  tal)lc  XIII). 


Wholesale  prices  during  the  second  half  of  1947  advanced  at  a  slower  rate 
than  during  the  first  quarter  of  the  year.  The  character  of  the  two  move¬ 
ments  differed  fundamentally.  During  the  first  quarter,  the  price  rise 
represented  a  tapering  off  of  the  broad  upw-ard  thrust  of  prices  following  the 
removal  of  price  controls.  It  w’as  followed  by  a  period  of  relative  stability, 
when  it  appeared  possible  that  the  inflationary  pressures  had  spent  them¬ 
selves.  But  the  recent  sustained  rise  in  prices  represents  a  renewal  of 
inflationary  pressures. 


In  rcsjjonsc  to  the  factors  described  above,  consumer  prices,  too,  have 
been  rising  rapidly  on  a  broad  front.  This  is  shown  in  the  following  table : 


Taii  10. — Percentage  changes  in  consumers’  prices  since  June  10-16 
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t)nc  notable  aspect  of  the  rise  in  consumer  prices  since  June  1947  is  that, 
unlike  the  movement  of  wholesale  prices,  they  have  been  rising  at  a  faster 
rate  than  during  the  first  quarter  of  the  year.  In  the  first  quarter,  con¬ 
sumer  prices  rose  at  an  annual  rate  of  8  percent.  Since  June,  they  have 
been  rising  at  the  rate  of  1 2  jjercent  per  annum.  Two  factors  contributed 
to  this  acceleration.  In  the  first  place,  foods,  which  represent  43  percent  of 
the  total  consumers’  price  index,  have  risen  much  more  since  June  than  they 
did  during  the  first  cjuartcr  of  1947.  In  the  second  place,  rents  rose  from 
June  to  November  at  an  annual  rate  of  about  13  percent.  Since  June, 
they  have  risen  more  than  they  had  over  the  previous  eight  years. 

Although  November  is  the  latest  month  for  which  complete  data  are 
available,  preliminary  reports  indicate  that  consumers’  prices  rose  over  1 
percent  between  November  and  December. 

WAGE  TRENDS 

Efforts  of  labor  unions  in  1947  were  concentrated  on  wages  rather  than 
on  security  issues  because  the  employment  situation  was  good  and  because 
of  the  over-riding  im|X)rtancc  of  the  rise  in  the  cost  of  living. 

Wage  adjustments  in  early  1946,  largely  to  compensate  for  reduced  hours, 
had  brought  about  a  reasonably  stabilized  wage  situation  by  the  middle  of 
that  year.  But  this  stability  was  shortly  disrupted  by  the  rapid  rise  in  the 
cost  of  living.  By  late  1946  and  early  1947,  industry’  in  general  seemed 
willing  to  offer,  and  unions  to  accept,  wage  increases  approximating  the 
advance  in  consumer  prices  which  had  taken  place  following  the  lifting  of 
price  controls  in  June.  Some  of  these  wage  contracts  contained  escalator 
clauses  to  compensate  automatically  for  further  rises  in  the  cost  of  living. 

An  examination  of  the  early  “second  round”  contracts  of  late  1946  shows 
relatively  few  wage  increases  above  15  cents  per  hour,  most  of  them  falling 
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within  the  range  of  10  to  15  cents.  Contracts  negotiated  later,  mainly  in 
April  and  May  1947,  in  rubber,  steel,  automobiles,  electrical  equipment,  and 
other  metal  products  were  similar  to  the  fall  contracts.  These  settlements 
were  dubbed  the  “15-ccnt  package,”  which  included  an  evaluation  of  fringe 
benefits  such  as  paid  holidays  and  occasional  retirement  or  insurance  plans. 
Wage  earners  during  this  period,  however,  generally  preferred  wage  in¬ 
creases,  and  pressure  was  concentrated  on  these  rather  than  on  fringe  issues. 

The  1947  wage  “pattern”  was  less  widely  adopted  than  the  IS/a  cents 
of  the  “first  round.”  Numerous  contracts  were  negotiated  at  a  figure  below 
the  pattern,  while  many  wage  and  particularly  salary  workers  received  no 
increases.  On  the  other  hand,  some  other  groups  of  workers,  notably  in  the 
bituminous  coal,  construction,  and  printing  industries,  won  wage  in¬ 
creases  in  e.xeess  of  the  pattern.  An  examination  of  the  second  round  con¬ 
tracts  indicates  that  workers  in  the  lower  paid  industries  made  smaller  gains, 
both  absolutely  and  on  a  percentage  basis,  than  did  higher  paid  workers. 

The  elTect  of  the  wage  settlements  in  late  1946  and  1947  was  to  raise 
wages — both  rates  and  earnings — to  an  all-time  high.  For  the  first  time, 
average  weekly  earnings  in  manufacturing  have  exceeded  $50,  and 
throughout  most  of  the  wage  sector  of  the  economy  average  w’cekly  earnings 
have  become  twice  what  they  were  in  1939.  'I'he  wage  increases  which  took 
place  in  1947  expanded  consumers’  money  income  by  approximately  3.5 
to  4  billion  dollars  during  the  year. 

The  1947  rise  in  prices  left  wage  earners  in  no  better  position  at  the  end 
of  the  year  than  they  were  at  the  beginning.  The  real  income  of  many 
groups,  such  as  government  workers,  teachers,  and  the  white-collar  class 
generally,  was  substantially  less. 

From  June  1946,  following  the  “first  round”  of  wage  increases,  to  October 
1947,  the  cost  of  living  rose  23  percent  compared  with  an  increase  of  18 
percent  in  weekly  earnings  in  manufacturing.  Earnings  in  nonmanufactur¬ 
ing  industries  during  the  same  period  registered  diverse  gains:  12  percent 
in  bituminous  coal  mining,  20  percent  in  private  construction,  8  percent  in 
telephones,  10  percent  in  wholesale  trade,  14  percent  in  retail  trade,  and 
14  percent  in  hotel  services.  In  general,  earnings  lagged  behind  living  costs. 

Though  labor  as  a  whole  through  wage  gains  was  as  well  ofT  at  the  end 
of  1947  as  at  the  beginning,  workers  had  lost  ground  steadily  in  terms  of 
real  income  during  the  last  half  of  1946.  This,  primarily,  explains  the 
“second  round”  of  wage  increases.  It  also  helps  to  account  for  the  present 
movement  for  further  wage  advances  unless  an  effective  anti-inflation  pro¬ 
gram  is  adopted.  (See  appendix  B,  tables  X,  XI,  and  XII.) 

Several  other  1947  wage  developments  should  be  noted.  There  was  an 
extension  of  the  practice  of  providing  paid  vacations  and  holidays  to  wage 
earners.  One  of  the  results  of  these  practices  was  to  cause  a  sizable  reduc- 


39 


within  the  range  of  10  to  15  cents.  Contracts  negotiated  later,  mainly  in 
April  and  May  1947,  in  rubber,  steel,  automobiles,  electrical  equipment,  and 
other  metal  products  were  similar  to  the  fall  contracts.  These  settlements 
were  dubbed  the  “15-ccnt  package,”  which  included  an  evaluation  of  fringe 
b('nefits  such  as  paid  holidays  and  occasional  retirement  or  insurance  plans. 
Wage  earners  during  this  period,  however,  generally  preferred  wage  in¬ 
creases,  and  pressure  was  concentrated  on  these  rather  than  on  fringe  issues. 

The  1947  wage  “pattern”  was  less  widely  adopted  than  the  IS/a  cents 
of  the  “first  round.”  Numerous  contracts  were  negotiated  at  a  figure  below 
the  pattern,  while  many  wage  and  particularly  salary  workers  received  no 
increases.  On  the  other  hand,  some  other  groups  of  workers,  notably  in  the 
bituminous  coal,  construction,  and  printing  industries,  won  wage  in¬ 
creases  in  excess  of  the  pattern.  .\n  examination  of  the  second  round  con¬ 
tracts  indicates  that  workers  in  the  lower  paid  industries  made  smaller  gains, 
both  absolutely  and  on  a  percentage  basis,  than  did  higher  paid  workers. 

The  effect  of  the  wage  settlements  in  late  1946  and  1947  was  to  raise 
w.ages — both  rates  and  earnings — to  an  all-time  high.  For  the  first  time, 
average  weekly  earnings  in  manufacturing  have  exceeded  $50,  and 
throughout  most  of  the  wage  sector  of  the  economy  average  weekly  earnings 
have  become  twice  what  they  were  in  1 939.  The  wage  increases  which  took 
place  in  1947  expanded  consumers’  money  income  by  approximately  3.5 
to  4  billion  dollars  during  the  year. 

The  1947  rise  in  prices  left  wage  earners  in  no  better  p)osition  at  the  end 
of  the  year  than  they  were  at  the  beginning.  The  real  income  of  many 
groups,  such  as  government  workers,  teachers,  and  the  white-collar  class 
generally,  was  substantially  less. 

From  June  1946,  follow  ing  the  “first  round”  of  wage  increases,  to  October 
1947,  the  cost  of  living  rose  23  percent  compared  with  an  increase  of  18 
percent  in  weekly  earnings  in  manufacturing.  Earnings  in  nonmanufactur¬ 
ing  industries  during  the  same  period  registered  diverse  gains:  12  percent 
in  bituminous  coal  mining,  20  p>crccnt  in  private  construction,  8  percent  in 
telephones,  10  percent  in  wholesale  trade,  14  percent  in  retail  trade,  and 
14  percent  in  hotel  services.  In  general,  earnings  lagged  behind  living  costs. 

Though  labor  as  a  whole  through  wage  gains  was  as  well  off  at  the  end 
of  1947  as  at  the  beginning,  workers  had  lost  ground  steadily  in  terms  of 
real  income  during  the  last  half  of  1946.  This,  primarily,  explains  the 
“second  round”  of  wage  increases.  It  also  helps  to  account  for  the  present 
movement  for  further  wage  advances  unless  an  effective  anti-inflation  pro¬ 
gram  is  adopted.  (See  appendix  B,  tables  X,  XI,  and  XII.) 

Several  other  1947  wage  developments  should  be  noted.  There  was  an 
extension  of  the  practice  of  providing  paid  vacations  and  holidays  to  wage 
earners.  One  of  the  results  of  these  practices  was  to  cause  a  sizable  rediic- 
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tion  in  the  number  of  man-hours  worked  during  the  summer,  particularly 
in  July  and  August.  Increasingly,  it  is  becoming  industry  practice  to  shut 
down  operations  for  one  week  during  that  period. 

Efforts  to  standardize  job  classifications  and  to  develop  an  equitable 
wage-payment  program  have  been  carried  on  by  industry’  for  a  good  many 
years.  One  of  the  most  notable  developments  in  this  area  took  place 
last  January'  when,  following  two  years  of  joint  effort,  a  wage  rationalization 
agreement  was  concluded  in  the  steel  industry’.  This  was  the  culmination 
of  a  major  job-reclassification  program  designed  to  eliminate  wage  inequi¬ 
ties  both  within  and  among  the  plants.  This  scientific  approach  to  a  com¬ 
plicated  wage  problem  is  a  commendable  development  that  could  well  be 
adopted  more  widely. 

PROFITS 

Profits  during  1947  reaehed  a  new  peak.  They  also  maintained  remark¬ 
able  stability  throughout  the  year  despite  considerable  iiK  leases  in  wages 
and  raw  material  costs.  Compared  with  1946,  eorporate  pri>fits  rose  from 
21.1  billion  dollars  to  28  billion  dollars  before  taxes  and  from  12.5  billifni 
dollars  to  17  billion  dollars  after  taxes.  In  1947  they  averaged,  after  taxes, 
about  9.5  percent  on  net  worth  and  5.5  percent  on  sales.  The  income  of  un¬ 
incorporated  nonfarrn  enterprises  rose  during  the  same  period  from  21  billion 
dollars  to  23.5  billion  before  taxes.  'I'otal  business  income  liefore  taxes  in 
1947  exceeded  the  1946  total  by  9.4  billion  dollars,  or  22  percent.  Net  farm 
income  before  taxes  rose  from  15.2  billion  dollars  to  18.3  billion  dollars. 

Not  only  profits  for  industry’  as  a  whole,  but  also  profits  for  most  industry 
subgroups  were  exceptionally  high.  4'here  were,  however,  some  diver¬ 
gencies  in  trend.  Some  industries,  such  as  food,  beverages,  tobacco,  and 
iron  and  steel,  showed  a  downward  trend,  although  profits  continued  high, 
while  other  industries,  such  as  oil-producing  and  refining,  and  automobili’s, 
showed  an  upward  trend  as  well  as  a  high  rate.  For  profit  data,  sec  .Appendix 
B,  tables  XXII  to  XXVI.  Individual  firms  within  each  industrx’  also  showed 
divergent  trends. 

This  stability  of  profits  throughout  the  year  indicates  that  business 
generally  reacted  to  increases  in  costs  by  increasing  prices  rather  than  by 
absorbing  them  in  whole  or  in  part  by  reducing  profits.  It  is  also  note¬ 
worthy  that  high  and  stable  profits  continued  even  where  there  was  no 
appreciable  expansion  in  production.  In  some  categories  where  excep¬ 
tionally  high  profits  persisted,  we  were  very  close  to  a  temporary  ceiling 
on  production  due  to  physical  limitations  of  capacity  and  shortages  of  raw 
materials  and  certain  classes  of  skilled  labor.  While  industrial  production 
reached  a  postwar  peak  in  March,  receded  to  a  lo\/  point  in  July,  and  has 
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since  recovered  to  approximately  the  March  level,  profits  in  manufacturing 
^  continued  at  approximately  peak  levels  throughout  the  year. 

In  appraising  profit  trends,  allowance  should  be  made  for  the  fact  that 
business,  like  every  other  group,  finds  that  the  purchasing  jx)wcr  of  money 
has  declined  considerably,  'I’o  maintain  the  same  physical  volume  of  inven¬ 
tories  re(juires  large  additional  amounts  of  capital  funds.  Furthermore, 
replacement  costs  have  risen  substantially,  while  profits  are  usually  calcu¬ 
lated  by  basing  depreciation  allowances  on  original  costs  rather  than  replace¬ 
ment  costs.  Although  a  jjortion  of  the  large  profits  earned  during  1947 
merely  compensated  for  chang(‘s  in  prices,  profits  on  the  whole  were  above 
the  levels  necessary  to  furnish  incentives  and  funds  for  the  expansion  of 
business  and  to  promote  the  sustained  health  of  the  economy. 

THE  .NATI  RE  OF  INFLATIONARY  PRESSURES 

I’he  movements  of  prices  and  incomes  during  1947  constituted  a  strong 
infiationarv'  trend.  Increasingly  through  the  second  half  of  the  year  the 
total  ilemand  for  goods  was  in  excess  of  the  amount  of  goods  and  services 
available  at  curn  nt  prices  to  satisfy  the  coml>ined  recjuirements  for  final  con- 
•sumption,  private  capital  formation.  Government  services,  and  exports. 

The  c|uestion  has  been  raised  as  to  whether  we  had  inflationary  pressure 
^  because  of  large  exjxirts,  because  of  the  very  high  rate  of  business  investment, 
iM'cause  of  the  large  amount  of  residential  and  commercial  construction,  or 
because  of  the  high  level  of  consumer  spt'nding.  The  answer  is  that  we  had 
inllationar\-  j)ri‘ssure  becaus('  the  sum  total  of  these  combined  factors  e.xerted 
too  great  a  demand  on  available  supplies.  No  one  factor  can  be  singled  out 
as  the  principal  cause. 

Moreover,  these  factors  could  not  have  become  fully  ojJerativc  without 
funds  to  make  them  effective.  In  addition  to  funds  growing  out  of  current 
incomes,  there  were  several  large  special  sources  of  funds  in  1947.  The 
major  ones  were:  ( 1 )  the  liquidation  of  dollar  balances  and  sales  of  gold  by 
foreign  countries  and  spending  by  foreign  countries  of  loans  and  grants  pro¬ 
vided  by  the  United  States;  (2)  the  spending  of  liquid  funds  accumulated 
by  business  firms  during  the  war;  (3)  the  liquidation  of  private  savings;  (4) 
the  increase  of  bank  credit  to  finance  inventory  accumulation,  capital  expan- 
sion,  and  construction;  (5)  the  increase  of  consumer  credit;  and  (6)  the 
,  cashing  of  veterans’  terminal-leave  bonds.  Some  of  these  sources  of  liquid 
>  funds  are  being  exhausted  and  are  nonrecurring,  so  that  further  expansion 
must  increasingly  be  financed  out  of  current  income  credit. 

^  The  inflationary  impact  of  spending  was  strong  in  all  fields — capital 
i  expansion,  exports,  and  consumption.  The  high  level  of  domestic  business 
I  investment  and  construction  aided  in  unfolding  a  total  demand  which  in- 
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creased  prices,  individual  incomes,  business  profits,  and  Government  re¬ 
ceipts.  The  supply  of  consumer  goods  was  limited  by  the  large  amount  of 
resources  devoted  to  capital  goods  and  exports.  Consumer  demand,  swelled 
by  wage  increases,  by  high  fann  earnings,  by  the  use  of  consumer  credit, 
and  by  the  cashing  of  terminal  leave  bonds,  was  in  excess  of  the  supply  at 
current  prices. 

The  general  excess  of  demand  does  not  fully  explain  the  resumption  of 
the  price  rise  in  the  second  half  of  the  year.  In  an  important  degree,  the 
rise  stemmed  from  actual  and  anticipated  shortages  of  specific  commodities, 
which  caused  price  rises  at  particular  points  and  from  there  spiraled  into 
higher  costs  and  prices  all  through  the  economy. 

The  most  important  specific  shortage  developed  in  the  grains.  This  led 
to  higher  prices  of  many  food  products.  New  wage  demands  resulted 
from  the  increased  cost  of  living.  These  in  turn  presented  the  prospect 
of  higher  costs  transmitted  into  higher  prices.  The  specific  shortage  was 
thus  generalized  into  a  broad  increase  of  prices  at  many  points,  and  often 
these  increases  were  greater  than  were  nccessar\’  to  meet  increased  costs. 

The  spiraling  of  prices  from  a  specific  point  of  shortage  was  not  confined 
to  the  case  of  food  products.  It  also  existed  in  the  case  of  key  industrial 
products,  particularly  steel. 

The  inflationary'  forces  arising  out  of  generally  excessive  demand  and 
those  arising  at  jxiints  of  specific  shortages  arc  interacting.  If  general  de¬ 
mand  were  not  so  great,  the  upward  pressure  on  the  prices  of  specific  com¬ 
modities  in  short  supply  would  be  less  and  could  not  so  easily  spread  to 
other  commodities.  Moreover,  the  mere  prospect  of  higher  prices  at  par¬ 
ticular  points  gives  ri.se  to  strengthened  general  demand.  Expectation  of 
higher  prices,  for  instance,  stimulates  the  demand  of  business  for  inventories 
and  of  consumers  for  goods.  Expectation  that  higher  wages  will  follow- 
higher  costs  of  living  may  cause  the  increase  in  prices  to  take  place  even  be¬ 
fore  wages  have  been  adjusted  upward. 

In  the  face  of  the  special  and  general  factors  outlined  above,  the  pre¬ 
carious  basis  of  the  restraint  and  stability  which  had  developed  in  the  second 
quarter  became  evident.  The  fears  of  a  recession  subsided,  the  spiral  effect 
of  wage  and  other  cost  increases  got  under  way,  the  increased  cost  of  living 
gave  rise  to  expectations  of  further  wage  demands,  and  the  impact  of  ex- 
jjected  foreign  aid  programs  received  wide  attention.  Such  influences  in¬ 
duced  an  upsurge  of  speculative  activity  superimposed  upon  the  already 
great  strength  in  most  markets.  In  addition,  ther3  occurred  a  collateral 
development  which  had  great  significance.  The  high  business  demand 
in  the  earlier  part  of  1947  was  financed  almost  wholly  out  of  current  reve¬ 
nues  and  liquid  assets,  with  only  moderate  use  of  bank  credit.  After  the 
middle  of  the  year,  when  business  expectations  ran  in  the  direction  of  higher 
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I  prices,  and  as  higher  prices  actually  emerged,  business  borrowing  under¬ 
went  a  rapid  increase. 

1  The  year’s  end  brought  no  evidence  of  an  early  weakening  of  inflationary 
I  forces.  Unless  anti-inflationary  steps  are  taken,  the  prospect  is  that,  in 

J  view  of  the  grain  shortage,  prices  of  food,  especially  meat,  will  go  still  higher. 

1  Business  sentiment  now  appears  to  entertain  the  expectation  of  strong 

!  markets  for  as  far  ahead  as  it  can  see.  There  is  added  to  the  forward  out- 

^  look  the  possibility  that,  even  though  other  sources  of  excessive  demand 

diminish  and  a  substantial  budget  surplus  is  continued,  the  inflationary 
spiral  will  be  supported  by  funds  from  credit  sources. 

While  the  export  surplus,  even  with  our  foreign-aid  program,  may  be 
smaller  than  in  1947,  exports  are  heavily  concentrated  on  commodities 
that  are  subject  to  especially  strong  domestic  demand.  This  makes  it 
desirable  that  foreign  aid  funds  be  used  as  far  as  possible  to  finance  purchases 
from  other  countries.  The  fact  that  foreign  aid  presents  problems  pro¬ 
vides  no  reason  to  doubt  the  wisdom  of  a  foreign-aid  program  which  meets 
essential  requirements  of  other  nations  within  the  limits  of  our  own  resources. 
The  effects  upon  other  countries  directly,  and  upon  us  indirectly,  of  not 
providing  this  aid  would  be  calamitous.  Upon  broad  grounds  of  national 
policy,  it  is  essential  that  the  program  go  forward.  But  it  must  be  recog¬ 
nized  that  carrying  it  out  will  make  it  all  the  more  important  that  we  invoke 
the  measures  required  to  stop  the  inflation. 

WHY  INFLATION  IS  DANGEROUS 

During  the  course  of  an  inflationary  movement  there  are  many  who  find 
it  difficult  to  think  that  anything  is  wrong.  There  is  a  ready  market,  every¬ 
one  is  employed,  wages  are  good,  production  is  high,  profits  are  good,  and 
industrial  capacity  is  being  expanded. 

There  are  some,  indeed,  who  find  real  merit  in  the  situation.  They  say 
that  the  cure  for  specific  shortages  is  still  higher  prices.  They  expect  that 
these  will  stimulate  larger  output  and  restore  balance.  But  this  is  a  vain 
I  hope.  The  stubborn  and  intractable  fact  about  an  economy  already 

\  operating  at  peak  levels  is  that  output  cannot  be  expanded  except  by  slow 

I  degrees. 

J  Nor  are  the  immediate  consequences  of  inflation  as  favorable  as  super¬ 
ficially  appears.  Some  people  are  gaining  at  the  expense  of  others.  The 
heavy  weight  of  higher  costs  of  living  bears  down  upon  the  millions  of 
families  who  are  unable  to  keep  up  with  advancing  prices.  Economic  rela- 
^  tions  degenerate  into  a  hectic  struggle  to  catch  up  or  keep  ahead.  No  firm 

(basis  can  be  established  for  orderly  and  stable  progress. 

But  what  most  fully  justifies  every  effort  to  halt  an  inflation  is  the  cer¬ 
tainty  that,  if  it  runs  its  course  unimpeded,  it  will  spread  in  its  wake  the 
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disaster  of  falling  markets,  uneinjiloyment,  and  business  losses.  A  rapid 
general  rise  in  prices  has  the  effect  of  unduly  bunching  investment  in  in¬ 
ventories  and  equipment  at  early  dates  and  according  to  distorted  calcula¬ 
tions  of  possible  profit.  It  induces  investments,  many  of  which  will  not 
pay  out. 

Rising  prices  breed  ujxui  easy  access  to  credit,  which  sujjports  the  trend. 
They  introduce  speculative  activities  which  also  support  the  trend.  'I’hey 
produce  a  price  structure  which  is  incu'asingly  sensitive  and  precarious 
and  vulnerable  to  changes  in  business  and  consumer  c.xpec  tations,  spend¬ 
ing,  and  investment. 

At  whatever  point  these  developments  induce  a  reversal  of  business  senti¬ 
ment  or  a  withholding  of  consumer  demand,  some  markets  weaken,  with 
a  spreading  impact.  Caution  dictates  the  withholding  of  demand.  Ituying 
for  inventory,  capital  expansion,  and  consumption  declines.  A  decline  of 
production  necessarily  follows,  spreading  unemployment  and  loss  of  income 
from  point  to  point  in  a  widening  and  deepening  downward  spir.d. 

'I  hese  developments  are  not  inescapable.  A  well-designed  program  of 
measures  to  combat  the  inflationary  trend  will  permit  us  to  reach  a  state 
of  economic  stability  without  an  interlude  of  severe  depression.  Such  a 
program  is  presented  in  Section  I\’. 
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IV.  Levels  of  Activity  and  Adjust¬ 
ments  Needed  in  1948 

I\  spite  of  some  disappf’intinents  on  the  supply  side  and  serious  infla¬ 
tionary  distortions  on  the  demand  side  during  1947,  we  enter  1948  on 
a  high  tide  of  economic  actis  ity  and  with  prospects  for  another  prosperous 
year  if  we  handle  our  economic  affairs  wisely  and  finnly.  The  Employ¬ 
ment  .'\ct  calls  upon  the  President  at  the  opening  of  each  year  not  merely 
to  review  current  trends  hut  also  to  state  what  levels  of  employment, 
production,  and  purchasing  power  during  the  ensuing  year  are  needed 
to  carry  out  the  policy  dei  larcd  in  the  act  and  to  recommend  measures 
by  which  these  objectives  may  be  attained.  These  two  requirements  will 
he  met  in  this  section. 

\Ve  face  in  the  months  and  years  immediately  ahead  a  test  of  whether  we 
have  the  foix'sight  and  courage  to  safeguard  our  economy  against  a  return 
to  the  devastating  sequence  of  boom  and  depression.  If  we  are  to  complete 
safely  the  transition  from  a  war  economy  to  a  stable  peacetime  economy 
and  clear  the  way  for  the  great  jjrogress  which  lies  within  our  reach,  we 
must,  jiromptly,  take  vigorous  measures  to  check  the  course  of  inflation  which 
now  has  the  economy  in  its  grip. 

NEEDED  LEVELS  OF  EMI’LOYMENT,  ERODfCTION,  AND  PURCHASING  POWER 
Fm/)loyment  objective 

The  .\mcrican  economy  is  now  opt'rating  at  a  level  of  employment  which 
may  be  regarded  as  a  practical  maximum.  It  is  estimated  that  the  labor 
force  will  increase  by  about  700,000  persons  during  1948.  If  we  provide 
them  as  well  as  the  present  labor  force  with  opportunities  to  work,  this 
would  mean  an  average  civilian  employment  of  almost  59  million  for  the 
conjing  year. 

Production  objective 

1  his  labor  force  will  have  at  its  disposal  expanded  and  improved  capital 
equipment  and  there  should  in  general  lx*  a  better  flow  of  raw  materials. 
During  the  past  year,  business  expended  23  billion  dollars  for  plant  and 
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equipment,  approximately  one-half  of  which  represents  a  net  addition  in 
excess  of  wear  and  tear  and  obsolescence.  Since  there  arc  still  some 
shortages  of  materials,  particularly  in  metals,  some  of  the  new  plant  and 
equipment  may  begin  operating  at  the  expense  of  somewhat  less  production 
in  older  plants. 

It  should  be  our  objective  to  open  up  most  of  these  bottlenecks  in  the 
course  of  1948,  with  the  use  of  new  capacity  to  produce  materials  and 
components  which  arc  now  scarce.  Assuming  that  new  capital  equipment 
and  other  efficiency  factors  raise  nonagricultural  productivity  somewhat 
more  than  2  percent,  our  objective  should  be  to  increase  the  output  of  goods 
and  services  in  this  sector  of  the  economy  to  a  level  somewhat  more  than 
3  percent  above  1947. 

For  farm  production,  the  Department  of  Agriculture  has  ann(xmced 
production  goals  for  this  year  which  call  for  an  increase  of  3  percent  in 
the  acreage  of  crops.  Reduced  feed  supplies,  however,  will  inevitably 
cause  some  decrease  in  the  output  of  livestock  and  livestock  products. 
Balancing  this  against  a  possible  increase  In  crop  production,  it  appears 
doubtful  that  total  agricultural  production  this  year  can  surpass  that  of  1947. 

For  the  economy  as  a  whole,  an  increase  of  total  output  by  about  3 
percent  above  1947  is  a  feasible  objective.  To  reach  this  objective  will 
require  skillful  management,  the  maintenance  of  good  labor-management 
relations,  and  some  improvements  in  the  geographical  distribution  of  labor. 

Purchasing  power  objective 

Our  purchasing  power  objective  for  1948  should  be  to  effect  the  economic 
adjustments  which  arc  necessary  to  afford  adeejuate  protection  against  in¬ 
creasing  inflation.  The  view  has  been  expressed  that  the  only  cure  for 
inflation  and  the  only  means  of  providing  maximum  real  purchasing  power 
is  more  production.  Certainly  the  continuation  of  full  employment  and  the 
removal  of  impediments  to  maximum  production  will  provide  the  surest 
long-run  remedy  for  scarcity  prices  and  the  exploitation  of  monopolistic 
situations.  But  we  cannot  increase  industrial  and  agricultural  production 
enough  within  the  next  few  months  to  catch  up  fully  with  market  demands 
or  to  surmount  the  inflationary  dangers  of  the  coming  year. 

Weather  will  be  a  major  determining  factor  in  our  farm  output.  The 
reduction  in  the  corn  crop  of  1947  has  required  drastic  revision  of  livestock 
producers’  operations  and  makes  it  certain  that  supplies  of  meat,  f)oultry, 
and  dairy  products  will  be  less  abundant  in  1948  than  in  1947. 

On  the  industrial  side  also,  the  inability  to  re-equip  producers  and  to  fill 
pipe  lines,  while  simultaneously  turning  out  enough  c  onsumers’  goods  for  all 
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the  demands  of  a  fully  employed  population  and  providing  needed  foreign 
aid,  will  result  in  some  relative  shortages  during  1948.  The  basic  shortages 
in  coke,  in  steel,  and  other  metals,  in  petroleum  and  petroleum  transport 
facilities,  and  in  railway  cars  and  motive  power  will  not  fully  be  made  up 
during  1948. 

This  leads  to  the  conclusion  that,  even  were  our  employment  and  pro¬ 
duction  goals  for  1948  fully  realized,  this  would  not  of  itself  meet  our 
purchasing-power  objective  nor  substantially  dispel  the  need  for  other 
affirmative  anti-inflation  measures.  More  than  this,  we  face  the  danger 
that  the  continuance  of  maximum  employment  and  production  will  be 
impossible  unless  we  achieve  the  necessary  purchasing-pow’er  adjustments  in 
the  price-wage-jirofit  structure.  When  a  price-wage  spiral  breeds  business 
uncertainty  and  impairs  confidence,  employment  and  production  go  down 
instead  of  up. 

The  affirmative  measures  which  I  have  proposed  to  the  special  session 
of  the  Congress,  and  which  I  shall  here  reaffirm,  are  not  a  substitute  for 
more  production,  but  rather  constitute  the  only  assurance  of  maintaining 
high  and  increasing  production. 

FISCAL  POLICY  TO  COMBAT  INFLATION 

It  is  w'cll  established  that  a  substantial  excess  of  Government  receipts 
over  expenditures  is  counter-inflationary. 

The  Federal  agencies  will  have  to  make  cash  payments  to  the  public 
in  calendar  year  1948  of  over  40  billion  dollars.  This  is  about  1  billion 
dollars  less  than  cash  payments  to  the  public  in  calendar  year  1947.  It 
includes  proposed  expenditures  under  new  legislation,  mainly  foreign  aid, 
of  about  3  billion  dollars.  (These  figures  and  those  below  represent  cash 
payments  and  receipts  and  apply  to  the  calendar  year.  They  differ  in  both 
respects  from  the  conventional  Federal  Budget,  as  is  explained  on  page  30 
and  in  more  detail  in  appendix  A,  section  II.) 

Over  40  percent  of  the  total  is  required  for  defense  and  for  veterans. 
Most  of  the  remainder  represents  expenditures  to  carry  out  the  provisions 
of  e.xisting  law  and  to  meet  the  Government’s  commitments,  such  as  interest 
payments  on  the  public  debt,  refund  of  taxes,  loans  to  foreign  governments, 
social-security  payments,  and  expenditures  under  previously  authorized 
contracts. 

On  the  basis  of  receipts  from  present  taxes  and  of  expected  payments, 
the  excess  of  receipts  over  expenditures  for  calendar  year  1948  will  be  sub¬ 
stantial.  With  inflationary  pressures  a  major  threat  to  the  stability  of  the 
American  economy,  no  action  should  be  taken  now  to  reduce  this  excess. 

But  while  waging  war  against  inflation,  we  should  not  neglect  the  casual- 


tics.  Certain  tax  cliangcs  now  will  help  those  millions  of  families  whos(' 
disposable  incomes  have  lagged  more  and  more  behind  the  increased  cost 
of  living  during  the  past  year  and  a  half. 

I  therefore  propose  that  the  Congress  enact  legislation  cxtcr.ding  a  cost- 
of-living  ta.x  credit  of  $40  for  each  taxpayer  and  each  dependent. 

To  offset  this  decrease  in  goveniment  revenues,  corpora^,'  taxes  should 
be  increased  sufficiently  to  yield  an  equivalent  amount.  Corporations  were 
given  early  relief  after  the  war  in  very  substantial  amount  ihrough  repeal 
of  the  e.xcess  profits  tax.  While  present  corporate  income  '  ixes  arc  very 
high  by  all  prewar  standards,  they  have  permitted  both  high  business  ac¬ 
tivity  and  an  unexampled  addition  to  cajiital  investment.  An  'ncrcase  in 
corporate  taxes  would  not  cause  production  to  fall  below  the  highest  output 
that  available  materials,  capacity,  and  labor  will  permit.  It  would,  how¬ 
ever,  have  an  anti-inflationary  effect  which  would  wholly  or  in  large  degree 
offset  the  inflationary  influence  of  the  reduction  in  individual  income  taxes. 

Any  net  change  one  way  or  the  other  in  the  effect  of  these  tax  revisions 
upon  inflation  is  outweighed  by  the  manifest  eejuity  of  the  revisions  proposed. 
In  any  event,  these  equitable  adjustments  will  not  interfere  with  success 
in  our  anti-inflationary  efforts  if  the  other  anti-inflationarv-  measures  which 
I  shall  now  discuss  are  promptly  adopted  and  vigorously  applied. 

THE  REGULATION  OF  CREDIT 

In  the  process  of  inflation,  one  of  the  most  potentially  dangerous  sources 
of  excessive  demand  is  the  expansion  of  credit.  This  applies  to  consumer 
credit,  commercial  credit,  real  estate  credit,  and  credit  on  securities. 

I  again  recommend  that  the  power  of  the  Board  of  Governors  of  the 
Federal  Reserve  System  to  regulate  consumer  credit  be  restored.  Even 
under  the  controls  which  existed,  and  which  expired  only  on  November  1, 
1947,  the  volume  of  instalment  consumer  credit  outstanding  had  increased 
from  4  billion  dollars  on  January  1,  1947,  to  5.5  billion  dollars  on  Novem¬ 
ber  1.  Since  the  lapse  of  control,  and  due  only  partly  to  seasonal  influences, 
the  rate  of  increase  has  moved  sharply  ahead.  A  further  rapid  expansion 
at  this  time  can  only  contribute  to  inflationary'  price  increases.  (Sec 
appendix  B,  table  VII.) 

Also  dangerous  is  the  mounting  volume  of  moitgage  debt,  urban  and 
rural.  The  longer-run  interest  of  the  people  requi’es  careful  consideration 
of  the  present  financing  policies  of  both  private  and  governnicmal  agencies. 

More  dangerous  than  the  expansion  of  consumer  credit  is  the  over-rapid 
expansion  of  commercial  loans  by  banks.  During  the  first  half  of  1947, 
commercial  credit  expanded  only  moderately,  but  dining  the  second  half 
it  rose  at  an  annual  rate  of  almost  10  billion  dollars,  a  much  more  than 
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sea'^onal  increase.  Tiiis  increase  coincided  with  the  upsurge  of  inflationary 
developments. 

'I'lie  increase  of  hank  credit  was  both  a  result  and  a  further  source  of  in¬ 
flationary  pressure,  d'he  increase  in  bank  loans  reflected  a  growing  de¬ 
mand  for  funds  that  arose  from  a  variety  of  sources.  In  adapting  their 
oj)erations  to  a  rising  cost  and  price  structure,  business  firms  needed  a  larger 
volume  of  credit  for  working  capital,  and  borrowed  additional  amounts  to 
maintain  and  expand  expenditures  on  plant  and  equipment.  Farmers  in¬ 
creased  their  borrowing  to  purchase  real  estate  and  to  acquire  farm  ma- 
chinciy  and  fitiance  other  capital  improvements.  Increased  consumer  buy¬ 
ing  of  durable  g(M)cls,  j)ayments  for  the  purchase  and  modernization  of 
home.s,  and  outla\s  to  meet  curri  nt  living  expenses  were  financed  in  part 
by  expanded  bank  loans. 

When  demand  fn'tn  other  sources  is  already  pressing  against  the  price 
structure,  the  injection  of  large  amounts  of  bank-created  funds  to  supp)ort 
business,  real  estate,  and  consumer  exi)enditurcs  necessarily  contributes  to 
further  inflation,  d'he  impact  of  this  additional  supply  of  money  is  felt  first, 
of  course,  in  those  markets  in  which  the  borrowers  arc  direct  participants, 
hut  as  the  funds  are  used  by  the  borrowers  to  purchase  the  goods  and  serv¬ 
ices  they  want,  they  become  part  of  an  enlarged  general  income  stream.  As 
other  temporaiy  sources  of  demand  decline,  the  expansion  of  bank  credit 
coulrl  jxjtentially  keep  the  inflationary  trend  rising  and  interfere  with  the 
gradual  transition  to  a  stable  situation.  Among  the  strategic  points  at 
which  to  curb  the  inflation  movement,  none  is  potentially  more  powerful 
than  the  restri«  tion  of  bank  credit. 

rhe  control  of  bank  credit  is  not  a  simple  task,  nor  is  it  free  from  dangers. 
Unwisely  exercised,  it  could  oxerplay  its  role  and  precipitate  an  undue  liq¬ 
uidation  of  credit  and  a  lowering  of  economic  activity.  Furthermore,  the 
problem  is  complicated  by  the  ti'lation  of  credit  to  the  administration  of  the 
public  debt.  Limitation  of  the  amount  of  commercial  lending  would  prob¬ 
ably  be  accompanied  by  higher  interest  rates.  Except  as  special  devices  may 
be  introduced  which  can  jiartially  insulate  the  public  debt,  two  unfortunate 
developments  might  take  place:  a  chrline  in  the  value  of  Government  bonds 
held  by  the  public,  and  an  increase  in  the  cost  of  servicing  the  debt  as  refund¬ 
ing  takes  place.  Hut  these  difficulties  can  be  surmounted  through  the  wise 
exercise  of  restraints  iqjon  excessive  bank  credit. 

In  view  of  their  central  relation  to  the  control  of  inflation,  current  pro¬ 
posals  for  credit  control,  espt'cially  those  which  have  been  presented  by  the 
Board  of  Governors  of  the  Federal  Reserve  System  for  the  increase  of  bank 
reserve  requirements,  should  be  given  close  study  by  the  Congress,  and  legis¬ 
lation  should  be  enacted  of  a  sufficiently  comprehensive  character  to  make 
available  all  the  powers  that  may  be  needed. 
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Within  the  last  fortnight  the  leaders  of  our  connnen  ial  banking  system 
have  taken  positive  organized  action  to  secure  the  curtailment  of  inflation¬ 
ary  expansion  of  bank  credit  by  their  members.  I  commend  this  far-sighted 
action.  If  they  succeed  in  this  voluntary  efTort,  they  will  be  curtailing  credit 
at  the  points  where  it  is  most  likely  to  exercise  inflationary  influence  and 
further  general  action  might  not  be  required. 

As  part  of  our  program  for  restraining  excessive  credit  expansion,  the 
Federal  bank  supervisory'  agencies  have  already  announced  policies  designed 
to  confine  extension  of  private  bank  credit  to  legitimate  production  require¬ 
ments.  The  credit  standards  of  the  Government  lending  agencies  have 
also  been  reviewed  with  the  objective  of  checking  inflationary  influences 
from  this  source.  It  is  essential  that  the  major  Government  credit  agencies 
in  making  direct  loans  and  in  guaranteeing  private  loans  shall  pursue 
policies  consistent  with  a  national  anti-inflationary  policy. 

THE  NEED  FOR  SELECTIVE  CONTROLS 

While  the  credit  controls  and  budget  policies  discussed  above  arc  essential 
instruments  for  halting  the  inflationary  trend,  there  have  arisen  specific 
situations  which,  in  all  probability,  cannot  be  dealt  with  adequately  by 
these  measures. 

The  most  important  of  these  special  situations  is  the  shortage  of  grains 
and  the  related  mounting  price  of  food.  In  the  case  of  meat,  for  example,  i 
the  shortage  will  almost  certainly  be  greater  next  spring.  The  use  of  credit  ' 
and  budgetary  controls  to  the  pioint  where  they  could  halt  the  rise  of  meat 
prices  would  probably  cause  widespread  unemployment.  Depriving  people 
of  their  livelihood  in  order  to  cause  a  decline  in  the  cost  of  food  is  obviously 
not  an  acceptable  alternative.  Nor  is  it  an  acceptable  alternative  to  let 
mounting  prices  ration  the  short  supply  at  the  expense  of  millions  of  families 
of  modest  income. 

In  meeting  this  situation,  consumer  rationing  of  selected  commodities 
would  not  only  relieve  the  demand  pressure,  but  would  also  provide  for 
a  more  equitable  distribution  of  the  available  supply.  There  should  also 
exist  limited  jXDwers  of  price  control  to  be  used  for  combating  rising  prices 
at  those  points  where  they  bear  most  disastrously  upon  the  cost  of  living. 

I  have  already  recommended  to  the  Congress  that  such  powers  be  author¬ 
ized.  It  is  also  necessary  to  authorize,  and  to  use  if  necessary  on  a  selective 
basis,  price  control  of  a  few  vital  industrial  products  that  arc  in  short  supply, 
since  we  have  had  ample  demonstration  that  these  areas  of  shortage  arc 
also  a  focal  point  of  spreading  inflation. 

There  should  also  be  set  up  powers  for  dealing  with  the  distribution 
of  basic  industrial  and  agricultural  products  where  scarcity  threatens  to 
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impede  production  or  raise  prices  unduly.  These  should  not  subject  busi¬ 
ness  firms  to  a  detailed  plan  of  operation  prescribed  by  the  control  agency, 
but  merely  provide  a  check  on  such  distribution  of  scarce  supplies  as  is 
found  to  be  impeding  domestic  production,  defeating  the  purpioscs  of  the 
foreign  aid  program,  or  working  inequities  as  between  legitimate  users  of 
the  scarce  commodity. 

In  areas  where  price  control  might  be  employed,  its  workability  might 
be  impaired  by  excessive  wage  increases.  I  therefore  repeat  my  recom¬ 
mendation  to  the  Congress  that  authority  should  be  granted  to  prevent 
wage  inen-ases  where  such  action  is  necessary  to  maintain  any  price  ceiling 
that  may  be  established.  I'his  is  a  power  which  should  be  restricted  in  its 
use,  and  might  not  need  to  be  used  at  all.  Its  existence  would  not  supersede 
the  general  practice  of  fixing  wages  by  voluntary'  agreement,  nor  would  it 
relieve  labor  of  any  of  the  responsibility  it  now  bears  for  moderation  in 
wage  demands  to  help  curb  inflationary  pressures. 

I  also  ix'peat  my  recommendation  that  rent  control  be  continued  and 
strengthened.  Nothing  could  be  more  disastrous  to  the  standard  of  living 
of  millions  of  people,  or  better  calculated  to  initiate  another  spiral  of  wages 
and  prices,  than  the  continuation  of  the  sharp  increases  in  rents  now  under 
way.  This  is  particularly  true  because  relaxation  of  rent  control  could  not 
effect  a  rapid  increase  in  the  supply  of  housing. 

Ihc  measure  enacted  by  the  Congress  toward  the  end  of  its  recent 
session  extended  the  Export  Control  Act,  and  also  extended  the  authority 
to  allocate  transjwrtation  facilities  and  equipment.  In  addition,  it  author¬ 
ized  measures  to  increase  the  production  of  food  in  non-European  foreign 
countries  and  to  encourage  conservation  practices  in  this  country.  While 
these  steps  arc  desirable,  they  constitute  only  a  small  part  of  an  effective 
anti-inflation  program. 

The  same  measure  also  provided  for  voluntary  agreements  among  busi¬ 
nessmen,  relating  to  the  allocation  of  transportation  facilities  and  scarce 
commodities  and  relating  also  to  the  regulation  of  speculative  trading  on 
commodity  exchanges.  While  I  have  stressed  many  times  that  certain 
types  of  appropriate  voluntary  action  are  important,  the  experience  re¬ 
viewed  in  this  Ref)ort,  and  the  facts  which  it  sets  forth,  demonstrate  con¬ 
clusively  that  governmental  action  along  the  lines  that  I  have  recommended 
is  absolutely  essential. 

THE  NEED  FOR  VOLUNTARY  RESTRAINT 

The  need  for  some  government  controls  does  not  lessen  the  need  for 
voluntary  restraint.  Only  with  the  voluntary  cooperation  of  the  American 
people  can  any  controls  be  made  to  work  effectively,  and  the  more  effective 
voluntary  restraint  becomes,  the  less  will  controls  be  needed. 
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I  have  already  urged  consumers  to  restrict  their  purchases  of  scarce 
products.  The  Federal  Gov'cmment  is  deferring  many  public  works  proj- 
ccts  and  following  procurement  policies  designed  to  minimize  their  cfTect 
upon  price  increases.  I  urge  State  and  local  governments  to  do  likewise. 
Businessmen  should  defer  expansion  that  does  not  immediately  augment 
production.  They  should  also  strive  to  maintain  inventories  at  the  lowi'st 
efficient  working  levels. 

The  campaign  to  sell  savings  bonds  will  be  intensified.  Volimtar\'  sav¬ 
ings  of  all  types  should  be  encouraged.  'Fhe  new  bond  buyers  and  millic>ns 
of  loyal  Americans  who  enabled  their  country  to  finance  the  war  are 
assured  that  the  power  which  their  Goveniment  possesses  to  maintain  the 
value  of  their  bonds  will  be  exercised  wherever  necessar\’. 

Most  important  of  all,  businessmt'n  should  hold  the  line  against  price 
increases  and  reduce  prices  wherever  they  can,  foregoing  a  quick  and  dan¬ 
gerous  excessive  profit  in  favor  of  long-run  stability.  And  lalxir  should  be 
moderate  in  its  wage  demands,  mindful  of  recent  experience  which  demon¬ 
strates  the  impossibility  of  registering  real  gains  in  an  inflationary’  spiral. 

I  cannot  too  strongly  emphasize  that  every  self-imposed  voluntary  re¬ 
straint,  in  the  making  of  purchases,  in  the  setting  of  prices,  and  in  the 
demand  for  wages,  contributes  to  the  restoration  of  economic  stability  and 
prolonged  prosperity.  But  to  the  extent  that  the  result  is  not  achieved  by  ^ 
these  means,  it  is  essential  that  j^roper  agencies  of  Government  be  given  and 
that  they  use  powers  to  restore  the  balance. 

When  an  inflation  is  in  progress,  there  is  no  way  of  predicting  when  it  will 
break  of  its  own  accord.  One  can  only  be  certain  that,  if  permitted  to  run 
its  own  course,  it  will  break  with  destructive  force.  How  serious  or  pro¬ 
longed  such  a  situation  would  be  in  the  current  instance  cannot  be  foretold. 
W’hatever  its  character,  if  a  depression  occurs,  it  will  be  far  more  costly  in 
human  welfare  and  will  involve  the  Government  in  far  more  pervasive  inter¬ 
vention  in  the  economic  life  of  the  country'  than  the  measures  which  arc 
necessary  to  prevent  it.  I  then'fore  urge  that  the  Congress  consider  with  the 
utmost  speed  the  nature  of  the  problem  which  we  have  to  meet  and  adopt 
the  measures  that  arc  appropriate  to  its  solution. 
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V.  Long-Range  Objectives  for  the 
American  Kconomy 

OUR  ABILITY  TO  CROW 

Striving  to  ovrnomc  the  inllation  of  today,  we  cannot  safely 
neglect  the  problems  of  tomorrow.  No  great  nation  lives  for  the 
inonicnt  alone.  In  n'straining  the  excessive  demand  which  is  now  apparent, 
we  must  not  cripple  the  market  for  an  expanding  output  of  American  in- 
dustrv'  and  agric  ulture.  Our  whole  history  shows  that  unless  we  go  forward 
we  shall  slip  bac  kward.  Our  economy  should  be  stable,  but  nonetheless  it 
must  continue  to  grow. 

^Vc  cannot  set  aside  long-range  considerations  while  we  deal  with  the 
immediate  task  of  combating  inflation.  The  Employment  Act  requires  that 
wc  set  objectives  for  the  needed  levels  of  employment,  production,  and 
purchasing  power.  Such  objectives  rccjuire  that  we  look  ahead  and  ap¬ 
praise  our  economic  jxitentials  in  the  perspective  of  long-range  economic 
growth. 

The  best  way  to  realize  the  growth  that  we  can  achieve  is  to  look  at  what 
we  have  recently  done.  The  Nation’s  Economic  Budget  has  already  been 
used  in  this  Report  as  a  summary’  device  to  depict  the  present  state  of  our 
economy.  In  table  11,  it  is  used  to  show  the  enormous  strides  that  we 
have  made  since  just  before  World  War  II,  with  the  figures  adjusted  to 
allow  for  price  changes. 

No  one  can  fail  to  be  impressed  by  the  fact  that,  within  8  years,  our  annual 
national  product  has  increased  by  about  53  percent  measured  in  constant 
prices.  Some  part  of  this  increase  is  explained  by  the  fact  that  our  economy 
in  1939  was  not  running  at  maximum  employment  or  production.  The 
relentless  pressure  of  the  war  speeded  up  certain  economic  developments. 
The  American  people  hold  a  profound  conviction  that  our  war-time  produc¬ 
tion  record  furnishes  a  significant  demonstration  of  what  wc  can  do  with 
maximum  employment  and  cfTective  economic  policies. 

In  recent  years,  a  number  of  attempts  have  been  made  by  private  and 
public  research  agencies  to  measure  the  growth  that  lies  ahead  if  we  are 
successful  in  maintaining  maximum  levels  of  economic  activity.  These 
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Table  11. —  1  he  J^ation's  Economic  Budget  inconstant  dollars,  calendar  years  1939  and  19d7 


Accounts 


Consumers: 

Di.siwsable  Income . 

Exi)ondilurcs . . 

Saving  (+) . 

Business: 

Undistributed  profits  and  reserves. 
Gross  private  domestic  Investment: 

New  construction . . 

Producers’  durable  equipment.. 
Net  change  in  inventories . 


Total . 

Excess  of  receipts  (+)  or  in¬ 
vestment  (— ) . 

biteniational: 

Net  foreign  investment . 

Excess  of  receipts  (-p)  or  hivest- 

ment  (— ) . 

Qovenimciit  (Federal,  State,  and  local): 

Cash  receipts  from  the  public . 

Cash  pasnnents  to  the  public . 

Excess  of  receipts  (-J-)  or  pay¬ 
ments  (— ) . i . 

Adjustments  to  arrive  at  gross  national 
product .  —  S.  1 

Total  gross  national  product .  147.  5  I  147.  5 


Billions  of  dollars,  first  half  of  1947  prices 


Calendar  year  1939 


Calendar  year  1947  • 


Re¬ 

ceipts 


13. 1 


Exj)end- 

itures 


7.4 

5.4 

.6 


27.0 


-8. 1 


Excess  ' 

(-1-)  or  j  Re- 
deficit  ,  ceipts 
(-) 


-f4.3 


-4.7 

-i-.3.0 


17. 1 


Expend¬ 

itures 


150.2 


10.2 
17.3 
2.  1 


Excess 
(-(-)  or 
deficit 
(-) 


-PIO.8 


-I  -12.5 


-V>.  5 
225.3 


-i-5.8 

-i-4.3 

0 


Percent 

increase 

1930-47 


52 

48 

151 


38 

170 

250 

106 

862 

545 

545 

119 

60 


■  Estimates  ba.sed  on  incomplete  data. 
Source:  Sec  appendix  A,  sections  1  and  II. 


studies  recognize  that  foresight  is  not  perfect  and  that  our  knowledge  of 
technological  trends  and  economic  relationships  is  still  limited.  Further 
improvements  in  these  measurements  are  needed.  But  even  now,  they  can 
serve  to  furni.sh  us  at  least  with  some  broad  outlines  of  our  prospects  and 
problems. 

Ten  years  from  now,  if  we  maintain  maximum  employment,  we  should 
reach  a  level  of  nearly  64  million  jobs.  This  allows  for  population  growth. 
It  also  allows  for  withdrawal  from  the  labor  force  of  some  women  to  their 
homes  and  for  longer  school  attendance  of  some  of  our  young  pieople. 

Output  per  man-hour  for  our  economy  as  a  whole  has  increased  by  approx¬ 
imately  2  percent  annually  in  recent  decades.  The  war  brought  many 
technological  advances  which  have  not  yet  been  adopted  fully  by  peacetime 
industry.  Assuming  even  the  very  conservative  estimate  of  2  percent  annual 
increase  in  productivity,  and  allowing  for  jxjpulation  growth,  maximum 
production  10  years  hence  would  mean  an  increase  of  about  35  percent  in 
our  total  output  of  goods  and  services  if  average  weekly  hours  of  work  re¬ 
main  unchanged.  This  would  mean  per  capita  disposable  income  about  80 
percent  above  the  level  of  1937  and  27  percent  above  the  level  of  1947  in 
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terms  of  constant  dollars.  Some  part  of  this  possible  increase  may,  of  course, 
be  taken  in  the  form  of  increased  leisure. 

\\‘c  have  within  our  reach  an  economic  environment  that  would  make  it 
unnecessary’  for  masses  of  people  to  be  undernourished  or  ill-housed,  to  work 
in  obsolete  plants  and  shops,  or  to  lack  essential  medical  care,  social  security 
or  education.  No  one  would  need  to  go  without  adequate  rest  and  vacation 
after  hard  work.  Attainment  of  these  economic  objectives  would  afford 
ever-increasing  ojjportunities  for  individual  initiative  and  greatly  strengthen 
the  cherished  free  institutions  of  American  life. 

But  these  gains  will  not  come  by  accident.  They  would  not  be  registered 
in  an  economy  characterized  by  a  period  of  idle  or  wasted  resources  after  any 
period  when  for  a  few  years  we  attain  full  utilization  of  our  plant  and  labor 
force,  or  in  an  economy  running  at  only  three-tjuarter  capacity  even  in 
“fairly  good  times.”  The  attainment  of  our  objectives  will  depend  upon 
the  best  efforts  of  industry’,  agriculture,  and  labor,  working  with  sympathetic 
understanding  of  one  another’s  problems  and  of  the  common  good.  It 
will  depend  on  a  clear  appreciation  of  maladjustments  in  tlie  relationships 
among  production,  prices,  and  purchasing  power;  it  will  dejK’iid  upon  the 
willingness  of  all  concerned  to  make  necessary  adjustments,  and  upon  vigor¬ 
ous  and  forward-looking  government. 

DEVELOPMENT  OF  NATURAL  RE.SOURCE.S  AND  CAPITAL  EQUIPMENT 

In  the  perspective  of  balanced  economic  expansion  for  the  future,  our 
first  attention  should  be  concentrated  upon  our  productive  resources,  devel¬ 
oped  and  potential,  and  the  ways  in  which  these  resources  are  utilized. 
Since  the  beginning  of  the  war,  we  have  been  forced  to  forego  at  many  points 
development  of  our  basic  natural  resources  and  the  essential  maintenance 
and  improvement  of  our  capital  facilities. 

Improvement  of  the  country’s  nat’ural  resources  and  its  capital  equip¬ 
ment  is  a  cooperative  effort.  Private  groups  and  individuals,  State  and 
local  governments,  as  well  as  the  Federal  Government,  are  challenged  by 
the  task.  An  expanding  base  of  natural  resources  and  capital  equipment  is 
necessary  for  the  realization  of  increasing  production  and  a  rising  stand.ird 
of  living. 

Natural  resources 

Land.  To  meet  the  needs  of  a  population  of  perhaps  175  to  185  mil¬ 
lion  persons  by  1975  living  in  an  economic  environment  of  sustained  maxi¬ 
mum  employment  and  production  with  a  consider.ible  volume  of  agricul¬ 
tural  exports,  would  require  an  increase  of  about  30  percent  in  agricultural 
production.  It  would  also  reejuire  a  substantial  shift  in  the  pattern  of  agri¬ 
cultural  land  use  to  meet  changes  in  demand. 


The  yield  of  present  cropland  can  be  enlarged  by  Improvements  in  plant 
breeding,  increased  use  of  machinery  ,  supplemental  irrigation,  increased  use 
of  fertilizers,  and  more  efficient  marketing.  To  some  extent,  we  can  also 
increase  production  by  adding  to  cropland  through  drainage,  clearing,  and 
irrigation. 

Erosion  of  top  soil  and  depletion  of  soil  fertility  an*  becoming  more  and 
more  serious.  About  60  million  acres  now  cultivated  should  be  used  for 
grass  and  trees.  Despite  significant  progress  in  soil  conservation  in  recent 
yeais,  half  the  Nation’s  cropland  and  pasture  still  needs  to  be  put  under 
improved  soil-management  practices  as  rapidly  as  possible.  Expanded 
researcli,  education,  and  demonstration  programs  are  rerjuired.  We  need 
a  Nation-wide  program  for  increased  application  of  fertilizers  to  depleted 
soils. 

.\bout  half  our  acreage  of  farm  pastures  and  range  land  has  been  im¬ 
paired  seriously  by  overgrazing,  fires,  and  other  abuses.  Large  tracts  of 
land  which  should  be  ranges  have  been  plowed  for  wheat.  Higher  levels 
of  meat  consumption  can  be  met  only  if  individual  farmers  and  stock- 
men  who  own  two-thirds  of  the  country’s  range-land  adopt  better  grazing 
practices.  The  300  million  acres  of  western  grazing  land  controlled  by  the 
Federal  Government,  much  of  it  organized  in  grazing  districts,  is  being 
improved,  but  a  large  part  of  it  requires  further  rehabilitation. 

U'ater.  Bound  up  as  they  arc  with  land  uses,  water  resources  should  be 
dcveloj)ed  and  controlled  as  an  integral  part  of  a  broader  national  and 
regional  resources-dcvelopment  program.  Expanding  programs  arc  needed 
to  prevent  floods,  provide  for  navigation,  furnish  urgently  needed  power, 
promote  recreation,  control  jK>lhuion,  conserve  fish  and  wildlife,  and  main¬ 
tain  and  improve  underground  and  surface  water  supplies  needed  for  agri¬ 
culture  and  other  uses. 

An  impressive  example  of  the  interrelated  nature  of  water  and  land 
resources  is  provided  by  large  multinle  purpose  dams  and  accompanying 
watershed  programs.  Such  integrated  programs  should  be  stepped  up,  as 
soon  as  economic  conditions  permit,  in  a  number  of  our  larger  river  basins. 

Forests.  The  estimated  461  million  acres  of  private  and  public  com¬ 
mercial  forest  land  in  the  country-  ultimately  will  grow  all  the  timber  prod¬ 
ucts  we  arc  likely  to  need,  provided  they  are  well  managed.  The  problem 
is  most  acute  in  saw  timber.  Our  present  saw-timber  stand  is  less  than  half 
that  in  1909,  and  is  poorly  distributed  and  deteriorating  in  quality  and 
size.  Better  forest  practices  would  provide  the  gfreatest  assurance  of 
adequate  supplies  for  the  future.  Achievement  of  better  practices  may  be 
furthered  by  strengthening  and  expanding  technical  and  other  assistance 
,  to  private  forest  landowners,  including  fanners.  In  addition,  multipurjxise 
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development  of  the  national  forests  and  other  Federal  forest  land  should 
be  pushed  to  help  meet  national  needs. 

Minerals.  Ample  supplies  of  all  essential  minerals  are  vital  to  an 
expanding  economy  and  for  the  Nation’s  security.  Those  minerals  with 
v\  hich  we  are  well  endowed,  such  as  coal  and  phosphates,  should  be  mined 
and  utilized  efficiently.  Those  minerals  for  which  we  depend  on  foreign 
sources,  such  as  tin,  antimony,  chromite,  and  strategic  mica,  will  continue 
to  require  stockpiling  and  intensive  search  for  substitutes  and  alternative 
sources  of  supply.  Finally,  those  minerals  for  which  we  depend  partially 
on  foreign  sources,  such  as  zinc,  lead,  copper  and,  increasingly,  high-grade 
iron  ore,  call  for  policies  which  emphasize  stepping  up  the  rate  of  discov¬ 
ery,  improving  mining  methods,  and  developing  commercial  processes  for 
the  utilization  of  low-grade  ores.  For  petroleum,  new  techniques  and 
sources  of  supply  from  coal,  natural  gas,  and  oil  shale  will  have  to  be 
increasingly  relied  ujx)n  to  prevent  the  reserve  situation  from  deteriorating 
and  to  meet  the  rapidly  growing  demand. 

Regional  development.  Some  large  regions  in  the  country  possess  the 
basic  raw  materials,  population,  and  locational  advantages  to  support  a 
much  higher  standard  of  living,  but  are  below  the  national  average 
in  material  well-being.  They  require  large-scale  developmental  efforts 
both  for  their  own  benefit  and  to  contribute  in  larger  measure  to  the 
national  w-elfare.  The  objective  should  be  to  narrow  such  differentials 
by  raising  productivity  and  incomes  in  the  lagging  regions,  particularly 
through  improvement  in  agricultural  methods  and  land  uses,  further  indus¬ 
trial  expansion  and  diversification,  and  lifting  education  and  health  levels. 

In  recent  years,  large  parts  of  the  West  have  been  growing,  in  terms 
of  per  capita  income  and  production,  at  rates  well  in  excess  of  national 
averages,  but  they  are  so  meagerly  equipped  with  capital  and  population 
that  they  may  accurately  be  termed  underdeveloped.  Programs  for  the 
development  of  these  regions  are  practical  and  productive,  and  should  be 
continued. 

The  Territory  of  Alaska  furnishes  a  special  case.  Because  of  its  resources 
and  its  strategic  location  as  our  last  northwest  frontier,  a  concerted  and 
expanded  effort  on  the  part  of  public  and  private  agencies  and  individ¬ 
uals  for  the  rapid  economic  and  social  development  of  Alaska  is  re(|uired. 

Regional  development  requires  integrated  programs  of  business,  labor, 
agriculture,  and  all  levels  of  Government.  The  Council  of  Economic 
Advisers,  in  cooperation  with  other  agencies  of  the  Government,  is  studying 
this  problem. 
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Business  plant  and  equipment 

Productive  capacity.  A  growing  economy  requires  balanced  expansion 
of  our  capacity  to  turn  out  consumer  goods  and  crude  and  semi-finished 
materials  and  equipment. 

For  the  greater  part  of  the  last  two  decades,  business  expansion  has  been 
irregular.  In  the  worst  depression  years  of  the  30’s,  outlays  were  insufficu  nt 
even  for  normal  replacement.  Table  12,  which  covers  producers’  durable 
equipment,  shows  how  the  rate  of  expansion  varied  from  decade  to  decade 
before  the  war. 


Table  12. —  Gross  and  net  outlays  Jot  producers'  durable  equipment,  by  decades,  1869-1938 


Decade 

Billions  of  1929  dollars,  averace 
annual  rate 

Percent  ape  of  Kross  national 
product 

dross 

outlays 

Rfplaw- 

ment 

eximnsion 

dross 

outlays 

Replace¬ 

ment 

Net 

expansion 

1H69-78 . 

0. 48 

0.27 

0.20 

4.6 

hbh 

1.9 

1X79-88  . 

1  ()3 

.  58 

.45 

5.3 

3.0 

2.3 

1X89-98  . 

1.  42 

1.(13 

.40 

5.3 

3.8 

1.5 

lX99-19(t8  . 

2.58 

1  .54 

1  04 

6.2 

3.7 

2.5 

1909-18  . 

3.88 

Z52 

1.36 

7.0 

4  5 

2.4 

1919-28  . 

5.48 

3.88 

7  0 

1929-38  . 

4.77 

4.  47 

.30 

5.9 

5.5 

.4 

Source;  Simon  KuzneUi,  National  Product  Since  1869,  National  Bureau  of  Economic  Research,  New 
York,  1946. 


New  stimulus  to  business  investment  came  with  the  defense  program  of 
1940-41.  But  during  the  war,  though  certain  critical  facilities  were  ex¬ 
panded,  we  had  to  curtail  many  lines  of  civilian  goods  and  expansion  of 
all  facilities  not  contributing  to  war  production.  After  15  years  of  depres¬ 
sion  and  wartime  restriction,  productive  capacity  was  highly  unbalanced  and 
generally  inadequate  to  meet  the  picacctimc  demand.  The  high  rate  of 
investment  in  new  equipment  during  the  past  2  years  reflects  in  part  the 
efforts  of  producers  to  make  up  the  deficiencies. 

In  some  industries,  present  capacity  appears  adequate  for  the  near  future. 
In  others,  such  as  electric  power  and  petroleum  refining,  expansion  of 
capacity  is  substantial  and  is  likely  to  continue  for  a  considerable  pieriod  until 
a  better  balance  between  demands  and  capacity  has  been  reached.  In  a 
few  industries,  net  capacity  expansion  during  1947  was  less  than  that 
required  annually  to  sustain  maximum  production  and  employment. 

The  best  available  studies  indicate  that  to  attain  the  levels  of  employment 
and  output  we  hope  to  reach,  we  shall  need  substantial  increases  in  the 
output  of  such  basic  commodities  as  steel,  petroleum  products,  coke,  and 
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CHADT  12 


CAPACITY  AND  PRODUCTION 

Many  industries  ore  operating  at  close  to  practical  capacity. 
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electricity.  For  these  industries,  the  needed  increases  during  the  next  10 
years  range  from  20  to  50  percent.  Though  such  studies  make  no  claim 
to  precision,  the  only  reasonable  expectation  is  that  continued  high-level 
production  will  require  large  increases  of  capacity  in  the  industries  men¬ 
tioned  and  in  many  others. 

Chart  12  gives  the  historical  {perspective  of  expansion  of  capacity  relative 
to  output  in  several  important  industries.  The  tightness  of  present  capacity 
is  apparent.  Potential  stringencies  are  even  greater  than  might  apjpear 
from  the  chart.  For  cxamjjle,  if  either  freight  cars  or  steel  were  more 
plentiful,  demand  for  many  other  commodities  would  increase,  disclosing 
further  deficiencies  in  capacity.  In  fact,  there  are  some  industries  where 
present  capacity  is  inadequate  for  current  out|Put,  providing  less  elbow  room 
than  management  considers  desirable  for  continuously  efficient  opjcration, 
satisfactory  servicing  of  the  market,  and  emergencies.  Dejpendable  reserve 
capacity  of  electric  {xpwer  generating  facilities,  for  example,  is  normally  at 
least  15  f)crcent  of  f)eak  load  for  any  system.  Near  the  end  of  1947,  it 
dropjped  to  below  1  percent  for  the  United  States  as  a  whole;  in  most  areas 
no  reserve  capacity  was  available  and  in  some  areas  acute  shortages  exist. 

The  needed  capacities  for  various  industries  are  related.  There  is  no 
{X)int  in  having  capacity  to  make  more  automobiles  unless  we  have  capacity 
to  supply  steel  and  other  materials.  The  output  of  steel  is  limited  by  sup)- 
plies  of  coke,  scrap,  steel  furnace  capacity,  blast  furnace  capacity,  finishing 
cajjacity,  and  rail  transportation. 

The  same  principle  a{}plies  to  the  development  of  raw-matcrial-pro- 
ducing  and  raw-material-consuming  industries.  There  is  a  serious  ques¬ 
tion,  in  particular,  whether  our  capacity  to  produce  fuels  and  energy  is 
being  expanded  fast  enough  to  meet  the  fuel  and  energy  demands  indicated 
by  expansion  in  other  lines. 

If  the  whole  level  of  output  is  to  rise  steadily  and  rapidly  with  minimum 
waste  of  capacity,  the  balancing  of  expansion  in  different  industries  calls  for 
considerably  more  thorough  study  than  it  has  been  given  in  the  pa.st. 

Modernization  of  facilities.  The  amount  of  business  capital  required  is 
only  partly  measured  in  terms  of  scaling  up  capacity  to  meet  enlarged  de¬ 
mands.  As  table  12  indicates,  a  large  and  increasing  share  of  outlays  for 
business  equipment  is  devoted  to  replacement.  The  rate  at  which  this 
renewal  and  improvement  proceeds  is  set  not  so  much  by  physical  wear  and 
tear  as  by  the  profitability  of  setting  up  facilities  of  new  typ)cs,  or  for  new 
kinds  of  products,  or  at  new  locations.  Industrial  equipment  and  structures 
are  often  obsolete  long  before  they  are  worn  out. 

In  deciding  up)on  replacement,  business  has  not  felt  it  could  afford  to  sub¬ 
stitute  new  ty{x;s  of  equipment  for  old  as  rapidly  as  the  pace  of  technological 
advance  would  make  {X)ssible.  This  lag  was  accentuated  during  the  war. 
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At  its  close  the  progress  of  industrial  and  business  technology  had  accum¬ 
ulated  a  reservoir  of  potentially  profitable  opportunities  for  modernization. 
If  still  more  rapid  technical  advances  are  made  and  if  prospective  pro¬ 
duction  economies  justify  the  costs  of  accelerated  modernization,  both  busi¬ 
ness  investment  and  the  rate  of  increase  of  productivity  will  exceed  past 
rates. 

Programs  and  responsibilities.  In  a  period  of  far-reaching  economic 
change,  an  adequate  investment  program  of  expansion  and  modernization 
taxes  the  vision  and  initiative  of  business  management.  This  is  especially 
true  of  the  long-range  planning  of  business  expansion  in  a  manner  which 
preserves  proper  relationships  among  the  productive  capacities  of  various 
industries. 

In  a  free  enterprise  system,  business  investment  rests  on  profit  expeeta- 
tions,  which  in  turn  reflect  the  outlook  for  consumer  spending,  costs  of 
production  and  investment,  availability  of  improved  techniques,  avail¬ 
ability  of  funds,  and  the  degree  of  uncertainty  and  risk  involved  in  gauging 
these  and  other  factors.  The  investment  “program”  is  essentially  the  sum 
of  a  great  many  private  programs — privately  planned,  financed,  and  exe¬ 
cuted.  Clovemment  investment  and  op)eration,  in  sp)ecial  cases  such  as 
hydroelectric  p)Ower  and  atomic  energy  development,  clearly  serve  the  public 
interest.  More  generally,  the  Government  can  help  to  develop  a  favorable 
climate  which  will  encourage  business  to  adopt  adequate  investment  pro¬ 
grams. 

As  the  task  of  making  up  obvious  war-accumulated  deficiencies  in  produc¬ 
tive  capacity  is  completed,  and  as  inflation  is  reduced,  increasing  attention 
will  have  to  be  given  to  fostering  favorable  conditions  for  balanced  expan¬ 
sion  and  for  aggressive  development  of  new  fields  of  investment.  The 
most  essential  condition  is  continued  acceptance  and  determined  implemen¬ 
tation  of  the  national  policy  laid  down  in  the  Employment  Act  of  1946. 
A  policy  of  sustained  maximum  production  requires  that  the  actions  of 
business,  labor  and  Government  be  based  on  broad  agreement  as  to  our 
over-all  economic  goals  and  on  a  reasonable  degree  of  assurance  that 
appropriate  action  will  be  taken  to  achieve  them. 

T  ransportation 

In  our  far-flung  economy,  transportation  needs  are  so  obviously  related 
to  the  development  of  natural  resources  and  industrial  production  that  the 
people  long  ago  undertook  through  their  Government  to  encourage  and  in 
many  cases  to  participate  in  the  building  of  extensive  transportation  facilities. 

Shipping.  Maintenance  of  a  healthy  shipbuilding  industry,  capable  of 
rapid  expansion,  and  the  continued  operation  of  an  efficient  and  competitive 
merchant  marine,  are  not  only  necessary  to  national  security  but  arc  also 
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essential  elements  in  the  achievement  of  a  continued  high  level  of  employ¬ 
ment  in  the  United  States.  Except  for  a  few  ships  which  are  urgently 
needed  now,  construction  of  new  vessels  can  well  be  deferred  until  infla¬ 
tionary  demands  have  eased  and  materials  are  more  readily  available. 
Our  present  needs  for  shipping  should  be  met  basically  by  the  use  of  existing 
war-built  vessels.  Meanwhile,  the  shipbuilding  industry,  by  virtue  of  repair 
and  conversion  of  war-built  shijjs,  is  operating  at  levels  considerably  above 
the  prewar  average. 

Highways.  In  the  field  of  highway  transportation,  the  Congress  more 
than  30  years  ago  created  what  is  now  the  Public  Roads  Administration. 
At  that  time,  the  Congress  gave  top  priority  to  the  problem  of  getting  the 
farmers  out  of  the  mud — providing  access  to  our  agricultural  resources  and 
to  markets  for  these  resources.  Although  substantial  progress  has  been 
made  in  this  direction,  much  remains  to  be  accomplished.  In  addition, 
major  tasks  before  us  are  the  efficient  maintenance  of  rural  roads,  and 
their  reconstruction  as  age  or  increased  traffic  dictate. 

The  second  objective,  making  it  possible  to  get  to  and  from  cities,  was 
well  on  the  way  to  attainment  before  the  war,  but  we  have  lost  ground 
in  the  last  7  or  8  years.  Costs  of  maintaining  many  of  our  highways  are  so 
high  that  it  is  more  economical  to  rebuild  them.  Maintenance  and  traffic 
records  indicate  that  within  10  years  at  least  45  percent  of  existing  highways 
will  have  to  be  rebuilt. 

.A  third  task,  providing  adequate  facilitic’s  for  intra-city  traffic  and  healthy 
urban  growth,  is  one  we  have  hardly  begun  to  tackle.  The  Congress  has 
recognized  the  national  importance  of  this  problem  by  authorizing  the  e.x- 
penditure  of  125  million  dollars  per  year  out  of  the  500  million  dollars 
Federal-aid  funds  for  building  through  arteries  in  cities.  This  is  an  im¬ 
portant  undertaking  and  deserves  continued  attention. 

Air  transportation.  The  Government  has  undertaken  a  program  of  finan¬ 
cial  aid  to  air  lines  through  mail  payments  under  which  rates  of  payment 
are  related  to  the  operating  income  and  operating  expenditures  of  the  air 
lines  and  to  the  volume  of  the  mail  and  the  value  of  the  service.  Those 
charged  with  the  administration  of  this  program  are  constantly  testing  its 
effectiveness. 

Government  aid  is  most  effective  when  it  stimulates  the  resourcefulness 
I  and  inventiveness  of  private  enterprise  in  developing  and  applying  techno¬ 
logical  advances  in  aviation. 

The  Government  has  also  expedited  the  construction  of  necessary  airports 
by  sharing  costs  of  construction  of  many  publicly  owned  fields.  The  Fed¬ 
eral  Airport  Act  of  1946  authorized  Federal  expenditures  aggregating  500 
million  dollars  over  7  years.  While  that  program  is  being  completed,  grow¬ 
ing  experience  will  furnish  a  basis  for  further  decision  as  to  the  pattern  of 
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the  aviation  network  which  national  prosperity  requires  and  how  far  it  is 
desirable  to  go  in  multiplying  air  lines  and  in  furnishing  to  a  multitude  of 
communities  air  transportation  facilities  with  their  accompanying  burdens  of 
maintenance  costs. 

Railroads.  A  most  urgent  national  problem  in  the  field  of  domestic  trans¬ 
portation  is  the  maintenance  of  an  expanding  and  efficient  railroad  service. 
Large  earnings  of  the  war  period  pennitted  the  more  prosperous  lines  to 
fortify  their  financial  position  and  brought  about  the  financial  rehabilita¬ 
tion  of  many  railroads  which  for  years  had  been  in  receivership.  These 
great  improvements  in  their  financial  f)osition  are  rapidly  being  dissipated 
by  the  cfTects  of  inflation,  and  the  railroads  will  benefit  as  greatly  as  any 
part  of  our  business  institutions  from  a  successful  effort  to  end  the  infla¬ 
tionary  movement. 

It  is  in  the  national  interest  to  insure  the  continuance  of  efficient  rail 
transportation.  Consolidation  of  facilities,  though  it  has  shown  but  little 
progress  after  nearly  30  years  of  study  and  effort,  offers  such  possibilities  of 
convenience  and  economy  that  it  should  be  steadily  pursued.  ^Ve  can  1k‘ 
optimistic  about  technical  improvements  helping  to  offset  the  rising  costs 
of  wages  and  goods  if  management  and  lalx)r  arc  alert  to  the  opportunities 
which  their  introduction  offers.  The  need  must  be  recognized  to  pro¬ 
tect  the  credit  of  the  roads  in  order  to  enable  them  to  finance  the  heavy 
exf>cnditures  which  arc  necessarily  involved  in  these  technical  changes. 

Urban  redevelopment 

Appro.ximately  three-quarters  of  our  population  and  three-quarters  of 
our  wealth  arc  now  essentially  urban.  Our  cities,  both  large  and  small, 
make  up  an  integral  part  of  the  productive  plant  that  we  need  for  maxi¬ 
mum  growth.  Improved  planning  and  redevelopment  of  these  cities  will 
not  only  enhance  their  physical  usefulness  as  facilities  for  manufacturing 
and  commerce,  but  will  also  increase  workers’  productivity  in  a  living  en¬ 
vironment  more  conducive  to  good  health  and  high  morale. 

When  land  is  assembled  in  suitable  blocks  to  facilitate  economic  redevel¬ 
opment,  extremely  large  investment  opportunities  become  available.  The 
construction  industry  will  be  called  upon  to  supply  management,  labor  to 
supply  skills,  and  manufacturers  to  supply  building  materials  and  all  the 
products  and  services  which  go  into  residences,  schools,  factories,  offices, 
stores,  and  the  other  elements  which  constitute  the  communities  of  today. 
Moderate  government  outlays  in  redevelopment  of  urban  areas  will  provide 
large  investment  opportunities  for  private  capital.  It  has  been  estimated 
that  over  the  next  decade  as  much  as  75  billion  dollars — mostly  private 
investment — could  profitably  be  employed  in  these  redeveloped  areas.  This 
is  in  addition  to  general  urban  public  works. 


64 


It  is  none  too  early  for  basic  planning  of  land  acquisition  and  the 
working  out  of  financial  arrangements  for  urban  redevelopment.  This 
will  permit  rapid  progress  when  there  is  less  pressure  on  certain  materials 
in  short  supply,  and  when  additional  investment  opportunities  will  aid  in 
maintaining  maximum  levels  of  employment  and  production. 

The  present  acute  housing  shortage  requires  a  large  amount  of  new 
construction  in  outlying  areas  before  we  can  engage  in  slum  clearance  and 
urban  redevelopment  on  the  large  scale  that  will  be  needed.  Some  of  this 
suburban  construction  needs  to  be  located  in  whole  new  communities  with 
adequate  provision  for  municipal  services,  commercial  facilities,  and  avail¬ 
able  employment  opportunities.  These  need  to  be  carefully  integrated 
with  better  planning  of  our  present  urban  areas.  Otherwise  urban  con¬ 
gestion  will  be  aggravated  and  local  governments,  both  central  and  sub¬ 
urban,  will  be  faced  with  ever-mounting  costs. 

Private  enterprise  and  local  initiative  alone  cannot  rebuild  and  modern¬ 
ize  our  cities.  Private  developers  lack  both  the  resources  and  the  legal 
powers  to  acquire  land  in  large  enough  blocks  to  permit  sound  profitable 
redevelopment.  Local  governments  are  obtaining  p)owcrs  of  land  assem¬ 
bly  but  lack  financial  powers  to  undertake  the  task  on  the  scale  needed  to 
encourage  private  investment  and  to  permit  cleared  land  to  be  made  avail¬ 
able  at  economically  feasible  prices. 

Local  governments  should  take  the  initiative  in  providing  for  site  as¬ 
sembly  and  for  area  planning,  and  for  streets,  schools,  and  water,  sewer,  and 
other  connected  facilities.  State  governments  should  provide  enabling  and 
fiscal  legislation.  Under  existing  State  powers,  some  worthy  redevelopment 
projects  have  been  undertaken,  but  most  informed  sentiment  is  in  general 
agreement  that  some  Federal  aid  is  also  required.  The  Federal  Government 
is  also  concerned  with  highways,  airports,  Federal  buildings,  and  other 
facilitiw  as  well  as  with  slum  clearance  and  low-rent  housing. 

I  again  urge  that  the  Congress  consider  Federal  aid  to  urban  redevelop¬ 
ment  along  the  general  lines  I  have  previously  recommended. 

Housing 

We  must  maintain  residential  construction  at  much  higher  than  present 
levels  in  order  to  eliminate  the  quantitative  shortage  and  also  to  replace 
urban  slums  and  rural  shacks  with  an  American  standard  of  housing  within 
a  reasonable  period  of  time. 

From  the  viewpoint  of  economic  stabilization,  there  is  a  compelling  rea¬ 
son  for  maintaining  residential  construction  at  consistently  high  levels.  In 
the  past,  the  volume  of  housing  production  has  fluctuated  more  violently 
than  any  other  major  .segment  of  economic  activity.  This  is  shown  in 
chart  13.  The  instability  of  housing  has  contributed  significantly  to  the 
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CHART  13 


RESIDENTIAL  CONSTRUCTION  AND 
ECONOMIC  ACTIVITY 

Residential  construction  has  fluctuated  more  widely 
than  other  economic  activities. 


PERCENT  OF  1920-39  AVERAGE  PERCENT  OP  1920*39  AVERAGE 


iHCiuots  n>‘v»Tt  »MB  ttonnnu  tuoPuiLie. 


SOURCES;  DEPiftTHENT  OF COMMCRCC  (CONSTPUCTION  ANO  SPOSS  NATIONAL  PPODUCT l9t9-47), 

BOAND  OFSOVEPNORS  OP  THE  PEDEPAL  RESERVE  STSTEAf  f DEPARTMENT  STORE  SALES),  AND  _ 

M0USIN6  AND  HOME  PINANGE  ASENCT (GROSS  NATIONAL  PRODUCT I920-E9).  | 

instability  of  the  economy  as  a  whole,  and  stabilizing  residential  construction 
would  be  a  powerful  factor  in  helping  to  stabilize  the  general  economy. 
The  importance  of  housing  in  the  national  economy  is  shown  in  chart  14. 

A  reasonably  steady  flow  of  house  production,  starting  at  a  high  level 
and  increasing  gradually  from  year  to  year,  is  essential  during  the  next 
decade.  Taking  account  of  our  growing  population,  the  urgent  desirability 
of  replacing  substandard  units  as  rapidly  as  possible,  and  the  amounts  of 
home  building  that  will  help  to  maintain  maximum  employment  for  the 
economy  as  a  whole,  we  need  an  average  of  more  than  a  million  new  urban  I 
dwelling  units  a  year  for  the  next  10  years.  The  needs  of  rural  areas  are  - 
also  great.  f 

During  1947,  more  than  850,000  new  permanent  nonfarm  dwelling  units 
were  started,  and  conversion  and  temporary  units  brought  the  total  to  more  - 
than  900,000.  Measured  by  volume  and  allowing  for  shortages  of  ma-  I 
terials  and  the  unusual  strength  of  competing  demands,  this  was  a  good  j 
start  for  a  10-year  program.  But  the  record  cannot  be  measured  by  volume  . 
alone.  When  examination  is  made  of  the  relationship  between  the  cost  of  j 
this  housing  and  our  income  structure,  it  is  clearly  apparent  that  most  of  : 
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the  housing  is  being  built  for  families  in  the  higher  income  brackets.  To 
the  extent  that  families  of  low  and  middle  income  are  being  served,  the  high 
cost  is  placing  an  excessive  financial  strain  upion  them. 

The  cost  of  housing  has  been  getting  further  and  further  out  of  line  with 
incomes.  Only  a  small  minority  of  our  families  can  afford  to  purchase 
new  houses  of  satisfactory  size  and  quality.  This  is  true  despite  the  fact 
that  we  have  maximum  employment  and  a  high  national  income,  and  a 
tx^tter  income  distribution  than  we  had  before  the  war.  Unless  housing 
costs  drop,  the  volume  of  private  residential  construction  will  almost  cer¬ 
tainly  decline  in  coming  years,  placing  new  difficulties  in  the  way  of  our 


HOUSING  EXPENDITURES  IN  RELATION 
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maintaining  maximum  cmgloymcnt.  The  poor  adjustment  of  housing  costs 
to  income  in  the  1920’s  is  precisely  what  caused  a  sharp  and  increasing  ^ 
decline  in  home  building  which  commenced  four  full  years  before  the  general 
depression  to  which  it  contributed. 

Industry  and  labor  and  local  governments  need  to  bend  ever-increasing 
efforts  toward  the  abolition  of  obsolete  practices  and  restrictions.  Many  of 
these  restrictions  have  developed  as  protective  devices  for  individuals  or 
organizations  caught  in  the  insecurity  of  an  industry  subject  to  wide  fluctua¬ 
tions.  The  fluctuations  have  caused  the  restrictions  far  more  than  the 
restrictions  have  caused  the  fluctuations.  Only  an  affirmative  program 
for  stabilizing  housing  construction  can  clear  the  way  for  the  elimination  of 
restrictions,  reduction  in  costs,  and  adequate  provision  of  housing. 

Even  the  minimum  housing  program  required  embraces  a  number  of  j 
items.  These  include  research  and  exjDerimentation  to  devise  better  build¬ 
ing  techniques  and  concerted  efforts  to  modernize  building  codes;  land 
assembly  programs  as  an  aid  to  housing;  the  use  of  Federal  insurance  to 
stimulate  longer  term  investment  with  lower  financing  charges  both  for 
home  ownership  and  for  rental  housing;  special  forms  of  insurance  to 
amplify  the  interest  in  large-scale  projects  already  being  shown  by  builders 
and  institutional  investors  who  have  the  resources  to  lay  the  foundation 
for  the  reorganization  of  the  housing  industry  along  more  modern  lines; 
and  the  provision  of  publicly-aided  housing  in  urban  and  rural  areas— 
on  both  a  rental  and  home  ownership  basis — for  families  of  low  income. 

On  several  occasions,  I  have  recommended  the  enactment  of  compre¬ 
hensive,  long-range  housing  legislation.  Postponement  of  this  action  rep¬ 
resents  postponement  of  attention  to  a  problem  of  utmost  economic 
importance. 

DEVELOPMENT  OF  HUMAN  RESOURCES  AND  PRODUCTIVITY' 

Even  with  modem  factories,  fertile  fields,  abundant  sources  of  power  and 
raw  materials,  and  smoothly  flowing  arteries  of  commerce,  the  growth  of 
our  economy  will  depend  ultimately  upon  the  men  and  women  whose  mental 
and  physical  energies  constitute  its  greatest  wealth.  We  have  learned  that 
those  programs  which  make  people  healthier  and  more  secure  also  make 
them  more  efficient.  In  this  light,  the  educational  and  health  and  social 
security  programs  which  were  once  thought  of  as  purely  “social”  take  on  a  ; 
deep  economic  significance. 

Size  and  composition  of  the  labor  force 

Our  total  population,  now  about  145  million,  will  continue  to  grow  for  a 
number  of  decades  at  a  rate  exceeding  prewar  estimates.  This  is  due  to  an 
unusually  high  rate  of  marriages  and  births  during  and  since  the  war  together 
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with  a  steadily  declining  death  rate.  As  a  result  of  population  growth  and 
plentiful  job  opjxirtunities,  the  labor  force,  and  particularly  the  employed 
segment  of  the  labor  force,  has  expanded  during  and  after  the  war. 
Civilian  employment  is  now  6  percent  higher  than  the  war  peak  and  26 
percent  above  the  1939  level. 

One  result  of  the  war  has  been  to  increase  the  employment  of  teen-age 
workers,  and  of  men  and  women  in  the  older  age  groups.  The  exacting 
economic  demands  of  modern  employment,  no  less  than  social  considera¬ 
tions,  should  impel  us  gradually  to  reverse  this  trend.  Educational  and 
retirement  programs  thus  influence  the  optimum  use  of  our  labor  force. 

While  these  considerations  should  increasingly  determine  the  size  of 
the  labor  force,  there  is  the  further  question  of  its  quality.  The  prog¬ 
ress  of  industrialization  has  led  to  the  use  of  more  complicated  equipment 
although  much  of  it  is  more  automatic  in  its  operation.  This  reduces  both 
the  physical  exertion  and  the  need  for  manual  skill  of  operatives  generally. 
At  the  same  time,  it  increases  the  proportional  demand  for  engineers  and 
supervisors  of  higher  technical  training.  And  w’hile  many  operatives  have 
their  task  reduced  to  a  simple  routine,  they  assume  new  responsibilities  for 
the  proper  handling  of  expensive  machinery. 

As  members  of  labor  unions  voting  on  strike  action  and  other  union 
issues,  and  as  citizens  reacting  to  economic  policies  and  candidates  for  office, 
they  need  a  higher  degree  of  economic  and  civic  education.  The  general 
requirements  of  intellectual  competence  are  steadily  moving  upward. 

Moreover,  the  progress  of  modem  technology,  both  industrial  and  agri¬ 
cultural,  means  that  a  smaller  proportion  of  the  population  is  required  in 
manufacturing  and  farming  and  more  people  arc  available  for  the  service 
callings  and  professions,  where  even  higher  levels  of  training  are  required. 
This  trend  is  reinforced  because  some  of  these  areas  will  suffer  from  short¬ 
ages  of  trained  personnel  for  some  time  to  come — teaching,  medicine,  and 
nursing  being  the  chief  examples. 

The  adjustment  of  the  labor  force  to  the  changing  character  of  our 
economy  thus  commences  w-ith  the  problem  of  education. 

Education  for  the  modern  economy 

With  a  higher  average  of  competence  reejuired  by  our  economy,  the  most 
urgent  educational  problems  now  center  in  the  elementary  and  secondary' 
schools.  It  is  here  that  boys  and  girls  receive  their  basic  training  and  pre¬ 
pare  themselves  to  absorb  more  specialized  training. 

The  number  of  children  of  school  age  is  increasing  far  more  rapidly  than 
had  been  estimated  before  the  war.  In  1940,  there  were  27.6  million  chil¬ 
dren  between  the  ages  of  6  and  17;  by  1955  there  will  be  more  than  33.3 


CHART  IS 

THE  SCHOOL-AGE  POPULATION  j 

More  children  will  require  increased  school  facilities. 
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million.  By  1955,  school  enrollment  should  be  more  than  one-third  above 
the  1940  level. 

In  the  face  of  this  need,  our  educational  plant  is  desperately  inadequate. 
State  school  officials  report  minimum  needs  for  7.5  billion  dollars  of  capital 
outlays  for  elementary  and  secondary  schools — twice  as  great  as  total  con-  ^ 
struction  expenditures  for  all  levels  of  education  during  the  decade  of  the  i 
20’s.  Due  largely  to  low  salaries,  the  number  of  trained  teachers  is  not 
keeping  up  with  the  increasing  need.  These  shortages  in  plant  and  person-  [ 

nel  are  much  more  serious  in  some  regions  than  in  others.  While  the  10  ■ 

States  with  the  highest  per  capita  incomes  are  spending  about  $177  an-  p 
nually  for  each  school  child,  the  10  States  with  the  lov'cst  per  capita  income 
are  spending  only  about  $64.  j 

This  maldistribution  of  educational  opportunities  is  both  result  and  cause 
of  differences  in  wealth  and  income  in  the  several  areas.  Some  of  the  States 
that  are  paying  least  per  capita  for  education  arc  devoting  a  higher  per¬ 
centage  of  their  total  revenues  to  educational  purposes  than  others  with  i 
higher  per  capita  outlays.  Federal  aid  to  elementary  and  secondary  edu¬ 
cation  should  contribute  to  that  equalization  of  opportunity  in  various  parts 
of  the  country  which  will  fit  our  youth  for  living  and  working  in  the  kind 
of  economy  that  we  shall  have  when  they  are  grown.  j 
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CHAXTIA 

EDUCATIONAL  EXPENDITURES  IN 
HIGH  AND  LOW  INCOME  STATES 

Low  per  capita  income  means  low  educational  standards 
even  with  equal  effort  to  finance  schools. 
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A  large  proportion  of  the  young  people  who  are  now  crowding  the  ele¬ 
mentary  schools  will  progress  through  high  school  and  enter  college  after 
1955.  They  will  replace  the  veterans  who  are  now  in  college.  Compared 
with  an  enrollment  of  1.4  million  when  the  war  started  and  a  current  en¬ 
rollment  of  2.4  million,  wc  should  now  plan  for  an  enrollment  by  1960  of  4 
to  5  million  students  in  an  expanded  and  improved  system  of  higher 
education. 

I  urge  the  Congress  to  consider  a  comprehensive  program  of  Federal  aid 
to  education  and  to  enact  immediately  assistance  to  elementary  and 
secondary  schools. 

Research 

The  expansion  of  national  output,  as  well  as  national  security,  depends 
increasingly  upon  scientific  accomplishments.  Before  the  war,  we  drew 
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heavily  upon  the  basic  discoveries  of  scholars  all  over  the  world.  The  war 
impeded  this  free  flow  of  knowledge  from  other  lands,  and  destroyed  much 
of  it  at  the  source.  During  recent  decades  our  own  progress  in  industrial 
and  agricultural  research  has  been  tremendous,  but  we  cannot  afford  to 
rest  on  our  laurels.  There  is  need  for  enlarged  research,  both  in  basic  prin¬ 
ciples  of  physical,  biological,  and  social  science,  and  also  in  their  practical 
application. 

Part  of  the  expansion  required  to  meet  a  reasonable  goal  of  research 
development  will  occur  as  part  of  the  long-range  growth  of  our  economy. 
Considerable  growth  in  industrial  research  may  be  counted  on.  Existing 
universities  and  research  institutes  will  continue  to  make  important  contri¬ 
butions.  But  it  is  clear  that  the  required  expansion  in  research  into  scientific 
principles  and  their  application  will  be  impossible  without  a  comprehensive 
program  in  which  Federal  aid  should  play  a  part. 

Good  health  and  productivity 

Study  of  health  records  affords  another  example  of  the  connection  between 
the  economic  objective  of  maximum  production  and  the  humanitarian  objec¬ 
tive  of  improved  well-being.  With  the  labor  force  at  its  present  size,  the 
annual  cost  of  illness,  long-term  disability  and  accidents  is  about  3,500,000 
man-years.  A  part  of  this  loss  arises  from  improper  working  conditions. 
Occupational  diseases  and  industrial  accidents  also  take  their  toll.  .'\n 
even  greater  charge  upon  productivity  are  the  millions  of  j)eoplc  who  are 
physically  substandard  without  being  disabled.  Inadequate  diet  is  im¬ 
pairing  the  strength  of  too  many  workers.  Our  goal  should  be  the  estab¬ 
lishment  of  safe  working  conditions  and  an  increase  in  the  physical  stand¬ 
ards  of  the  whole  population. 

This  problem  has  economic  aspects,  not  only  because  health  standards 
below  the  maximum  attainable  reduce  productivity,  but  also  because  the 
lifting  of  these  standards  requires  economic  measures  which  remove  the 
incapacity  of  many  communities  to  support  and  of  millions  of  individuals  to 
purchase  adequate  medical  care. 

On  these  grounds,  I  again  urge  the  Congress  to  enact  a  comprehensive 
national  health  program  of  the  character  I  have  already  recommended. 

Security  and  productivity 

Job  security.  No  matter  how  stable  a  particular  business,  industry,  or 
region  may  be,  it  can  rarely  avoid  unemployment  m  the  event  of  a  serious 
depression.  A  national  p>olicy  of  vigorously  promoting  maximum  employ¬ 
ment  will  be  the  longest  step  toward  the  sense  of  individual  security  which 
is  conducive  to  high  productivity. 

There  is  no  substitute  for  this  national  policy,  but  it  should  be  supplc- 
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mcntcd  with  planning  by  individual  firms  and  industries  for  the  stabilization 
of  their  own  activities.  Wage  security  plans  have  been  proposed,  and  a 
report  on  this  subject  is  being  prepared  by  the  Council  of  Economic  Advisers. 
Training  programs,  an  adequate  and  efficient  public  employment  service, 
and  other  improvements  of  the  labor  market  can  all  play  their  part.  For 
those  who  will  be  temporarily  unemployed  despite  our  best  efforts,  unem¬ 
ployment  compensation  should  be  increased  in  amount  and  duration,  and 
e.xtended  in  coverage. 

Maximum  production  must  be  based  upon  proof  that  it  is  not  self- 
defeating.  Only  by  providing  alternative  jobs  for  those  who  suffer  dis¬ 
placement,  and  by  ironing  out  the  fluctuations  in  business,  can  we  convince 
both  labor  and  industry  that  restrictive  tendencies  are  unnecessary  for  them 
as  well  ;is  hurtful  to  the  economy  as  a  whole. 

Old-age  security.  The  retirement  problem  has  economic  as  well  as 
social  aspects.  Those  who  have  withdrawn  from  productive  activity  be¬ 
cause  of  age  continue  to  require  goods  and  services,  and  to  make  expendi- 
tuR's  which  flow  into  the  general  income  stream.  A  systematic  national 
program  which  provides  for  regularity  and  certainty  in  the  basic  income 
of  those  who  have  retired  is  a  more  efficient  economic  policy  than  the  hap¬ 
hazard  treatment  of  this  problem  which  preceded  the  establishment  of 
old-age  insurance.  Such  a  system  has  the  further  advantage  that  it  helps 
to  regularize  the  saving  habits  of  workers  during  their  productive  years. 

There  are  now  more  than  10  million  p)eople  in  the  United  States,  about 

8  percent  of  the  total  population,  who  have  reached  the  age  of  65.  (See 
appendix  B,  table  XXXVI.)  By  1960,  about  15  million  people,  or  about 

9  percent  of  the  population,  will  have  reached  that  age.  Our  systems  of 
protection  against  the  economic  hazards  of  old  age  and  dependency  are 
inadequate.  There  are  now  some  17  million  jobs  in  which  workers  can¬ 
not  build  up  wage  credits  for  old-age  retirement.  The  coverage  of  old 
age  and  survivors’  insurance  should  be  extended,  and  benefits  should  be 
adjusted  upward  with  a  higher  limit  u|X)n  earnings  which  may  be  received 
after  retirement  without  loss  of  benefits. 

A  lowering  of  the  retirement  age  will  be  feasible  in  future  years  as  we 
attain  the  levels  of  national  output  that  sustained  maximum  employment 
and  production  will  bring.  At  the  same  time,  industry  should  provide 
opportunities  for  the  efficient  employment  of  those  older  people  who  are 
able  and  willing  to  work  although  they  have  earned  the  right  to  retire. 

Public  assistance.  The  social  insurances  are  supplemented  by  public- 
assistance  programs  financed  by  States  with  the  aid  of  Federal  grants. 
The  public-assistance  programs  are  now  more  signifieant,  both  in  terms  of 
the  number  of  people  aided  and  in  terms  of  total  expenditures,  than  the 
social  insurances.  About  4  million  people  now  depend  on  public  assist- 
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CHART  17 


THE  AGING  POPULATION 

The  total  population  continues  to  increase  rapidly, 
with  relatively  more  people  over  65. 
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ance,  in  part  because  existing  social  insurances,  particularly  old  age  and 
survivors’  insurance,  are  deficient  and  because  there  is  no  national  health 
insurance  program.  Expansion  of  social  insurance  will  decrease  the  need 
for  public  assistance  expenditures,  but  those  who  must  still  rely  on  public 
assistance  should  receive  adequate  payments.  The  Federal  Government 
should  make  grants  to  States  to  help  them  finance  general-assistance  pay¬ 
ments,  and  all  public-assistance  grants  should  take  account  of  variations  in 
the  ability  of  the  States  to  finance  adequate  assistance  programs. 

Freedom  from  discrimination.  Maximum  employment  and  production 
cannot  be  maintained  when  men  and  women  are  discriminated  against  be¬ 
cause  of  race  or  color,  creed  or  national  origin.  An  effective  system  which 
will  assure  fair  employment  practices  should  be  established. 


Fiscal  aspects  of  benefit  programs 

The  whole  question  of  benefits  cannot  be  divorced  from  the  question  of 
the  cost  of  the  payments  and  how  these  costs  arc  borne.  It  is  of  paramount 
importance  to  bear  in  mind  that  the  costs  of  unemployment,  old  age,  and 
sickness  arc  borne  by  the  community  whether  social  security  measures  exist 
or  not.  Social  security  measures  involve  a  change  in  the  distribution  of 
money,  goods,  and  services  among  consumers  only  to  the  extent  that  the 
existence  of  the  measures  diverts  additional  funds  to  the  support  of  the 
aided  groups.  This  diversion  docs  occur,  but  the  additional  funds  are 
far  less  than  the  total  volume  of  benefits  provided  under  the  programs. 

Nevertheless,  the  fact  that  wage  earners’  risks  are  met  under  social 
security  measures  through  payments  derived  from  taxes  rather  than  directly 
from  private  sources  in  itself  has  economic  implications.  The  social  in¬ 
surances  arc  now  financed  by  employees’  contributions  and  employers’  pay¬ 
roll  taxes ;  the  public  assistance  payments  arc  financed  from  general  revenues. 
Employees’  pay-roll  taxes  place  a  heavy  drain  upon  mass  purchasing  power 
while  the  employers’  share  of  these  taxes  adds  to  costs  of  production.  In 
financing  an  exjjanded  social-insurance  program,  these  economic  aspects 
should  be  considered. 

DEVELOPMENT  OF  INSTITl'TIONS  AND  PRACTICES  FOR  A 
HIGH-PRODUCTION  ECONOMY 

Preceding  sections  have  discussed  the  means  by  which  our  natural  re¬ 
sources,  our  capital  equipment,  and  our  human  resources  may  be  developed 
to  support  a  maximum  level  of  well-being.  But  the  ability  to  produce  will 
not  alone  assure  economic  stability  and  growth.  Recurrent  periods  of  reces¬ 
sion  or  depression  have  led  to  the  realization  that  ma-ximum  resource  utiliza¬ 
tion  depiends  upon  many  adjustments  within  our  complex  economy.  It  is 
necessary  for  us  to  apply  systematic  forw'ard  thinking  to  the  shaping  of  our 
economic  institutions  and  the  practices  of  the  men  and  women  whose 
bt'havior  detennines  how  those  institutions  will  in  fact  opicrate. 

The  problem  of  progressively  improving  these  institutions,  policies,  and 
practices  so  as  to  attain  balanced  growth  of  the  economy  divides  naturally 
into  four  main  parts:  first,  in  the  industrial  area  we  need  price-wage-profit 
policies  which  maintain  balance  bctw’ccn  the  output  of  industry  and  the 
ability  of  consumers  to  buy  that  output.  Second,  in  the  agricultural  area, 
we  need  balance  between  city  and  farm  income  and  between  farm  and 
industrial  prices.  Third,  the  fiscal  policies  of  the  Government,  such  as 
taxation  and  debt  management,  need  to  be  so  contrived  as  to  afford  maxi¬ 
mum  incentives  to  production  and  to  improve  the  balance  within  the 
economic  system  generally.  And  fourth,  we  must  strike  a  wise  balance 
between  our  internal  economic  activities  and  our  international  trade. 
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Industrial  price-wage- profit  policies 

The  national  purpose  of  maximum  employment,  production,  and  pur¬ 
chasing  power  enunciated  in  the  Employment  Act  of  1946  includes  a  decla¬ 
ration  “to  foster  and  promote  free  competitive  enterprise  and  the  general 
welfare.”  Discussion  of  industrial  pricc-wagc-pro6t  policies  may  therefore 
quite  properly  begin  with  the  problem  of  maintaining  a  truly  competitive 
system  of  free  enterprise. 

Maintenance  of  competition.  To  operate  effectively  without  a  high  de¬ 
gree  of  Government  intervention,  a  free  enterprise  economy  must  adjust 
itself  to  changing  conditions  through  appropriate  movements  of  prices, 
costs,  and  production.  In  a  very  vital  way  this  depends  on  the  maintenance 
of  fair  competitive  rivalry  among  business  enterprises.  This  is  recognized  in 
the  long-standing  policy  embodied  in  the  antitrust  laws,  the  central  pur¬ 
pose  of  which  is  to  prevent  monopolistic  control  of  markets,  and,  in  the 
words  of  the  author  of  the  Sherman  Act,  to  gain  for  the  people  the  advan¬ 
tage  of  “the  natural  competition  of  increasing  production.” 

Unregulated  private  monopoly  tends  to  undennine  independent  enter¬ 
prises  and  to  create  exaggerated  extremes  of  wealth  and  p)ower  within  the 
country.  Strong  monopoly  elements  arc  likely  to  retard  seriously  the  cost- 
price-output  adjustments  necessary  to  economic  stability  w'ith  full  employ¬ 
ment.  For  these  reasons,  as  well  as  for  the  other  counts  against  unregulated 
monopoly,  there  must  be  a  strong  and  continuing  pressure  by  the  Govern¬ 
ment  to  keep  alive  the  competitive  characteristics  of  the  business  system. 
If  this  were  not  to  be  done,  we  should  have  to  look  forward,  first,  to  a  great 
increase  of  private  monopolistic  control  of  American  business,  and  there¬ 
after,  since  this  would  be  intolerable,  to  a  great  increase  in  the  public  regu¬ 
lation  of  business  activity,  if  not  actual  public  operation  in  some  fields. 

In  considering  the  character  of  competition  in  the  future,  it  is  impos¬ 
sible  to  ignore  the  tremendous  changes  which  have  occurred  in  the  organiza¬ 
tion  of  business  control  over  the  past  50  or  60  years.  From  a  situation  in 
which  industry  was  typically  organized  on  a  small  scale  basis,  we  have 
arrived  at  a  situation  in  which  there  exist  corporations  of  gigantic  size.  In 
many  industries  one,  two,  three  or  four  companies  control  a  major  fraction 
of  production.  In  many  areas  of  industry,  modern  technology  requires  that 
firms  be  of  a  very  considerable  size.  The  best  opinion  is,  however,  that  the 
largest  enterprises  in  many  industries  are  larger  than  is  necessary  to  secure 
the  benefits  of  technical  efficiency.  In  the  future  amendment  and  enforce¬ 
ment  of  the  antitrust  laws,  the  principle  should  be  followed  of  checking 
the  further  excessive  concentration  of  industrial  control  and,  by  protecting 
the  pK)sition  of  smaller  competing  enterprises,  of  reversing  the  past  trend 
toward  concentration. 
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Much  of  the  adaptability  of  the  American  economy  stems  from  the  initia¬ 
tive  and  enterprise  which  give  rise  to  small  business  concerns  throughout 
the  Nation.  They  should  have  the  opportunity  to  develop  and  prosper. 
I'he  existence  of  the  antitrust  laws,  although  not  a  sufficient  basis  for  a 
healthy  development  of  new  enterprises,  is  an  essential  condition.  Beyond 
this,  we  must  insure  that  no  artificial  barriers  to  their  growth  exist  either 
through  the  tax  laws  or  otherwise,  and  in  particular  that  credit  suited  and 
adequate  to  their  needs  is  made  available. 

The  present  degree  of  concentration  of  economic  power  and  the  existence 
of  other  monopolistic  elements  pose  very  grave  problems.  It  was  in  recog¬ 
nition  of  this  fact  that  the  Temporary  National  Economic  Committee  was 
set  up  in  1938  to  engage  in  a  far-reaching  inquiry  into  business  organiza¬ 
tion  and  practice.  The  central  problems  have  not  been  altered  by  economic 
changes  in  the  intervening  years  and  it  is  important  that  in  the  light  of  the 
findings  of  the  TNEC  we  move  forward  to  a  clear  enunciation  of  public 
jxiliey  and  a  program  of  public  action. 

The  problem  of  price  policies.  The  effect  upon  prices  of  corporate  big¬ 
ness  and  collusive  monopolistic  practices  is  only  one  asf)cct  of  a  much  w’ider 
pricing  problem.  Many  a  business  manager  fears  that  the  use  of  price  reduc¬ 
tions  to  expand  his  share  of  the  market  will  merely  result  in  retaliatory’ 
price  changes  by  other  Finns.  Businc’ss  therefore  has  sought,  as  far  as  pos¬ 
sible,  to  place  the  competition  for  markets  which  it  must  meet  upon  some 
other  basis  than  price  competition.  The  pricing  system  is  thereby  deprived 
of  much  of  the  elasticity  needed  to  adjust  relative  changes  in  cost  and 
demand. 

Moreover,  in  the  effort  to  realize  profits  through  the  ups  and  downs  of 
business,  prices  and  profit  margins  arc  geared  to  the  expectation  that  full 
use  of  capacity  is  not  a  normal  situation.  This  means  that,  in  periods  of 
high  production,  pricing  policies  and  practices  are  followed  that  produce  a 
level  of  profits  designed  to  protect  the  individual  company  during  future 
declines  in  business  activity  rather  than  to  contribute  to  the  prevention  of 
such  declines.  Such  policies  are  not  conducive  to  the  continued  health  of 
the  business  community  because  they  act  on  the  assumption  that  it  will  not 
continue. 

The  price  mechanism  may  serve  either  to  promote  or  to  prevent  a  safe 
balance  among  prices,  wages,  and  profits.  The  greater  the  success  of  our 
free  enterprise  system  in  maintaining  this  balance,  the  less  need  there  will 
be  for  direct  governmental  intervention  in  the  economic  system.  This 
imposes  a  heavy  responsibility  upon  those  business  managers  whose  decisions 
importantly  affect  the  levels  of  prices,  wages,  and  profits.  Management 
must  recognize  that  sustained  maximum  production  requires  that  gains  in 
productivity  be  passed  on  through  lower  prices  and  better  wages  to  the 
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fullest  extent  consistent  with  adequate  incentives  to  business  enterprise. 

The  collective  bargaining  process  to  detennine  wages  also  plays  a  vital  part 
in  the  determination  and  maintenance  of  healthy  price- wage- profit  policies. 
It  cannot  fulfill  its  function  if  it  is  used  merely  as  a  test  of  the  sheer  force 
which  one  party  or  the  other  can  exert  in  the  pursuit  of  immediate  self- 
interest.  Collective  bargaining  must  be  based  upon  a  better  understanding 
of  the  long-range  interests  of  management  and  labor  in  the  context  of  tl-.e 
interests  of  the  whole  economy. 

The  greatest  opportunity  for  bringing  about  economic  bettennent  lies  in 
achieving  and  maintaining  a  proper  balance  among  prices,  wages,  and 
profits.  One  of  the  purposes  of  the  Employment  Act  is  to  provide  a  new 
climate  for  pricing  policies.  The  act  contemplates  that  the  combined 
resources  of  business,  labor,  agriculture,  and  the  Government  will  be  used 
to  do  away  w'ith  business  fluctuations  of  the  violence  known  in  the  past.  To 
determine  what  price  and  wage  |X)licies  and  practices  arc  appropriate  to  this 
objective,  a  reexamination  of  the  problem  is  necessary. 

Therefore,  I  have  instructed  the  Council  of  Economic  Advisers  to  con¬ 
tinue  its  work  on  this  problem  with  the  assistance  of  representatives  of  all 
groups  concerned.  The  results  of  such  a  study  should  contribute  to  the 
development  of  sound  legislative  proposals.  But  its  most  important  out¬ 
come  should  be  a  wider  and  deeper  understanding  on  the  part  of  the 
Government,  business,  labor,  and  consumer  groups  as  to  the  price,  wage  and 
production  policies  and  practices  which  will  contribute  most  fully  to  the 
maintenance  of  high  levels  of  consumption  and  investment. 

Markets  and  income  distribution.  During  the  postwar  period,  our  eco¬ 
nomic  balance  has  thus  far  been  maintained  in  the  sense  that  we  are  still 
operating  at  maximum  levels  of  employment  and  very’  high  levels  of  pro¬ 
duction.  But  the  situation  is  precarious  to  the  extent  that  the  balance  cannot 
be  maintained  indefinitely  without  changes  in  the  current  pattern  of 
economic  relationships. 

The  Nation’s  Economic  Budget,  in  constant  dollars,  for  1939  and  1947, 
shown  on  page  55  of  this  Report,  indicates  changes  in  the  relationships  of 
the  major  components  of  the  economy.  At  the  present  time,  an  unusually 
large  proportion  of  the  market  demand  for  goods  and  services  n'sults  from 
business  investments,  net  exports,  and  Government  outlays.  These  have 
attained  a  level  relatively  higher  than  consumer  exp>enditures,  compared 
with  the  prewar  period.  In  terms  of  1947  prices,  armual  expenditures  for 
producers’  durable  equipment  have  increased  by  1 70  percent,  while  annual 
consumers’  expenditures  have  increased  by  only  48  x'rcent  alx)vc  the  pre¬ 
war  level. 

We  cannot  regard  the  relationship  between  capital  formation  and  con¬ 
sumption  either  in  1939  or  in  1947  as  a  model  for  the  future.  Domestic 


78 


capital  formation  in  1939  was  not  sufficient.  On  the  other  hand,  we  arc 
now  in  the  stage  where  the  improvement  and  modernization  of  our  national 
productive  plant  has  a  high  priority  claim  on  our  resources.  Nonetheless, 
after  the  most  urgent  deficiencies  in  our  national  plant  have  been  over¬ 
come,  and  the  extraordinary  export  surplus  has  been  reduced,  a  very  sub¬ 
stantial  increase,  both  absolute  and  relative,  in  individual  consumption  will 
be  possible  and  necessary'.  Without  this  substantial  increase  in  the  general 
standard  of  living,  we  would  not  be  able  to  sustain  an  expanding  economy  of 
full  resource  utilization. 

The  increases  in  consumer  incomes  and  expenditures  which  have  taken 
place  over  the  last  decade  arc  the  result  not  only  of  the  general  increase  in 
national  income,  but  also  of  significant  changes  in  income  distribution.  On 
page  18  of  this  Report,  estimates  are  presented  which  show  the  trend  toward 
better  distribution  of  family  incomes.  This  trend  needs  to  be  continued  if 
ready  and  constant  markets  are  to  be  available  for  a  potential  increase  of  35 
percent  in  total  output  of  goods  and  services  within  a  decade.  The  trend 
should  be  continued  also  because  there  arc  still  millions  of  families  whose 
incomes  arc  too  low  to  provide  a  decent  standard  of  living.  A  substantial 
part  of  our  increasing  productivity  should  be  devoted  to  the  betterment  of 
these  families. 

.•\n  increase  in  full-time  employment  and  in  the  number  of  employed 
persons  per  family  were  important  elements  contributing  to  creating  equality 
of  income  during  the  past  decade.  But  with  maximum  employment  now 
virtually  achieved,  further  increase  in  these  factors  can  no  longer  be 
expected.  Already,  recent  trends  in  the  real  incomes  of  individuals  and 
families  indicate  that  we  are  losing  some  of  the  gains  registered  before 
price  inflation  gained  momentum  in  the  middle  of  1946.  This  price 
inflation  presents  in  a  new  and  aggravated  form  the  old  and  unsolved 
problem  of  assuring  continuous  maximum  production  by  maintaining  the 
maximum  real  purchasing  power  which  must  go  with  it  without  relying 
too  long  upon  the  depiction  of  savings,  extraordinary  use  of  credit,  and  an 
abnormal  export  surplus. 

Our  central  problem  is  to  make  gradual  readjustments  so  that  the  con¬ 
ditions  for  permanent  stability  arc  reached  without  generating  a  recession 
of  employment  and  business  activity  in  the  process. 

Agricultural  and  food  policies 

The  new  farm  problem.  For  two  full  decades  after  the  first  world  war 
congressional  and  executive  policy  was  dominated  by  “surpluses”  and  low 
prices  for  farm  products.  The  trends  in  our  economy  since  the  start  of 
World  War  II  have  changed  basic  conditions  so  markedly  that  the  farm 
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CHAIT  It 

CONSUMER  INCOME,  FOOD  CONSUMPTION, 
AND  FARM  INCOME 

Increased  consumer  income  has  brought  higher  food  consumption, 
and  has  raised  form  income. 


PERCENT  OP  I9S9-S*  AVERACE  PERCENT  OF  I9S3-S9  AVERACE 


*  »r r  wcomt  or  rrrsors  on  rt»ms.  mott  rtrmiKO,  tOMSrco  ro»  emotts  i»  men  rtio  or  rutntn 
roo  commooiTits  usto  m  rtmir  mrmmruct 

SOURCES:  XFMTneNT  Of  MHICULTURC  tfOOD  COMSiMPTION,  nM  INCOIte .  MD  PmCCS  MIO  tmiUKItS). 
OeP*HnteMTXGOmXIK£  (USPOSABU  IMCOUCAHOnPiJLATIOM).  KMimtCNT  XLAtOB  fCOMSlMCnPIUCeSt. 


8o 


problem  of  today  is  not  to  dispose  of  surpluses  but  to  get  enough  production 
to  prevent  inflated  prices.  (See  appendix  B,  tables  VI  and  XIV.) 

If  we  succeed  in  our  efforts  to  maintain  industrial  stability,  we  can  look 
forward  to  many  years  of  large  markets  and  agricultural  prosperity.  Farm¬ 
ers  have  a  large  stake  in  this  endeavor.  The  farm  problem  today  and  in  the 
foreseeable  future  should  be  stated  in  terms  of  a  maximum  production 
economy.  Farm  policies  should  aim  at  continuing  expansion. 

To  achieve  stabilized  farm  prosperity,  there  will  need  to  be  changes  in  the 
traditional  patterns  of  farm  production.  Increased  efficiency  will  be  re¬ 
quired  to  enlarge  the  total  production  of  a  farming  industry  which  cannot 
be  materially  increased  in  acreage.  The  depletion  of  our  soil  resources 
during  the  war  years  calls  urgently  for  the  extension  of  conservation 
programs. 

Needed  levels  of  farm  production.  The  greatly  increased  demand  for 
food  on  the  part  of  our  civilian  population  was  a  remarkable  feature  of  our 
wartime  economy.  This  profound  change  in  eating  habits,  founded  upon 
higher  and  better-distributed  national  income,  has  continued  since  VJ-day. 
In  1947,  per  capita  food  consumption  was  about  17  percent  above  the 
1935-39  average.  Among  the  items  increasing  more  than  the  average 
were  chickens  and  turkeys,  33  percent ;  eggs,  28  percent ;  meats,  24  f)ercent ; 
and  fluid  milk  and  cream,  18  percent.  (See  also  appendix  B,  table  XXXV.) 

In  view  of  the  growing  p)opulation  and  expanding  income,  we  should 
seek  within  a  decade  to  raise  agricultural  production  about  10  percent 
alx)ve  present  levels.  This  would  mean  that  crop  production  would  be 
about  25  percent,  and  livestock  production  nearly  50  percent,  above  prewar 
levels. 

Increasing  farm  productivity.  Achievement  of  the  high  objectives  set 
for  agriculture  will  R'quire  efficient  use  of  resources.  This  means  increas¬ 
ing  emphasis  upwn  research  and  education  to  improve  technology.  It  will 
necessitate  an  increased  capital  investment  per  worker,  to  raise  the  individ¬ 
ual’s  productivity  about  50  jjcrcent  above  the  prewar  level.  It  will  also 
mean  using  two  or  thn^e  times  as  much  fertilizer  as  before  the  war,  about 
three  times  as  many  tractors  on  farms,  and  more  of  other  types  of  machin¬ 
ery  and  equipment. 

There  are  still  tremendous  variations  in  the  efficiency  of  fann  manpower 
use.  Many  farms  are  well  organized.  But  some  2  or  3  million  are  too 
small  or  have  poor  land  or  have  inadequate  buildings  and  equipment. 
There  is  need  to  increase  the  efficiency  of  labor  on  such  farms,  and  to  help 
some  farmers  and  farm  laborers  find  other,  more  profitable,  employment. 
More  adequate  educational  and  financial  aids  should  be  provided  for  this 
purf)ose. 

Security  for  agriculture  and  the  farm  market.  Both  farmers  and  con- 
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sumcrs  should  be  protected  from  the  feast-and-faminc  cycle  that  the  vagaries  | 
of  nature  impose  from  time  to  time  on  farm  production.  I'echnological  I 

progress  will  reduce  this  problem,  but  there  will  be  continuing  need  for  crop  | 

insurance  and  for  storage  programs  for  staples  and  marketing  programs  | 
for  perishables.  Orderly  marketing  and  the  widest  possible  distribution  of  ! 
bumper  crops  call  for  educational  and  service  work  with  industry  and  con-  f 
sumers  in  moving  large  supplies.  | 

Great  opportunities  e.xist  for  further  advances  in  marketing  fann  prod-  | 
ucts  through  intensified  research  and  through  educational  and  serv’ice  pro-  1= 
grams.  From  the  farmer’s  standpoint,  marketing  improvements  mean  wider  i 
outlets  and  more  adequate  returns  for  his  product.  From  the  consumer’s 
standpoint  they  mean  both  savings  in  costs  of  these  products  and  better,  ; 
more  adequate,  and  more  conveniently  available  supplies. 

Commodity  price  supports  are  desirable  as  assurances  against  special  dis¬ 
locations  which  might  arise  in  case  of  recession.  I  emphasize,  however,  the 
need  for  keeping  support  levels  flexible.  I  am  glad  to  note  the  effort  cur-  ' 
rently  being  made  by  various  groups,  outside  as  well  as  inside  the  Govern-  p 
ment,  to  modernize  and  improve  the  parity  formula.  J 

I  also  realize  the  stake  of  many  American  farmers  in  maintaining  a  stable 
and  satisfactory  foreign  market.  Our  farmers  should  continue  to  export 
substantial  quantities  of  wheat,  cotton,  tobacco,  rice,  and  fruit.  Though  | 
export  demands,  especially  for  grain,  arc  now  at  a  high  level,  some  of  our 
more  difficult  long-term  problems  are  in  the  foreign  trade  field.  i 

Interdependence  of  farm  and  city.  Maintaining  an  expanding  demand 
for  farm  products  depends  not  only  on  maximum  employment  for  the  ' 
whole  economy,  but  also  upon  raising  the  inc  omes  and  living  standards  of 
those  portions  of  the  urban  population  who  have  suffered  from  excessively  | 
low  incomes  even  in  times  of  prosperity.  I 

So  long  as  13  percent  of  our  total  families  have  incomes  under  $1,000  a  f 

year,  and  28  percent  have  incomes  under  $2,000  a  year,  as  is  shown  in  I 

table  3  on  page  19,  the  dietary  standards  of  these  low-income  families 
cannot  comjjort  with  the  true  meaning  of  maximum  production  for  agri-  i 
culture.  Studies  made  in  1941  indicated  that  the  families  and  single  in¬ 
dividuals  having  incomes  of  $2,000  or  more — enough  to  satisfy  their  food 
wants  fairly  liberally  at  the  price  level  then  prevailing — bought  60  percent 
more  fruit,  25  percent  more  vegetables  and  meats  and  milk,  and  10  percent 
more  eggs  than  the  average  for  the  population  as  a  whole.  This  means  ! 
that  minimum  wage  and  other  programs  designed  to  encourage  a  better  in-  | 
come  balance  throughout  the  wage-earning  population  should  be  regarded 
by  the  farm  population  as  serving  their  interests  also.  The  farmer  is  a 
prime  beneficiary  of  well-distributed  prosperity. 

High  and  stable  levels  of  food  consumption  are  essential  to  a  prosperous 
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agriculture.  When  demand  is  high  there  is  little  need  for  direct  price 
supports.  Programs  to  maintain  food  consumption  can  go  far  to  prevent 
economic  recessions,  to  maintain  good  markets  for  farmers,  and  to  safe¬ 
guard  the  diets  and  health  of  the  public.  Our  agricultural  and  food  program 
should  therefore  give  increased  emphasis  to  measures  designed  to  protect 
the  diets  of  such  groups  as  school  children  and  low-income  families. 

Just  as  the  farmer  sells  to  the  city  end  depends  upon  urban  prosperity, 
so  also  the  products  of  industry  are  sold  to  farmers  in  larger  quantities 
when  there  is  farm  pros|x*rity. 

The  relatively  low  income  of  farmers  before  the  war  was  proverbial. 
Its  effects  on  the  demand  for  industrial  products  are  equally  striking.  This  is 
shown  in  the  following  figures  comparing  per  capita  net  income  from  farm¬ 
ing  of  farm  people  with  what  they  bought,  in  three  significant  years: 

Fann  income,  per  capita:  1929 — $223;  1933 — $90;  1947 — about  $725. 

Farm  implement  sales:  1929 — 519  million  dollars;  1933 — 177  million  dollars; 
1947 — around  850  million  dollars. 

Mail-order  sales:  1929 — 447  million  dollars;  1933 — 220  million  dollars; 
1947 — over  1,100  million  dollars. 

Feed  and  farm  supply  store  sales:  1929 — 1,119  million  dollars;  1933 — 463 
million  dollars;  1947 — nearly  3  billion  dollars. 

Despite  recent  gains,  the  purchasing  power  of  many  farmers  is  low  com¬ 
pared  w’ith  that  of  non  farm  people.  The  average  per  capita  income  of 
farm  people  derived  from  all  sources  was  $779  in  1946,  while  the  income 
of  nonfarm  people  was  $1,288.  This  low  average  for  farm  people  reflects, 
not  low  farm  prices — prices  were  high — but  the  low  productivity  of  many 
fanners. 

The  more  widespread  enjoyment  of  satisfactory  incomes  in  farm  areas 
will  provide  enormous  new  outlets  for  industrial  products.  As  recently  as 
1945,  only  58  percent  of  all  rural  homes  had  refrigerators  or  ice  boxes; 
only  46  percent  had  electric  irons,  and  only  28  percent  had  running  water. 
Since  then,  the  installation  of  these  conveniences  in  farm  homes  has  given 
businessmen  and  wage  earners  some  conception  of  the  large  stake  they 
have  in  the  maintenance  of  farm  prosperity  and  its  extension  to  an  ever- 
incmasing  number  of  farm  families.  Electrification,  particularly,  is  provid¬ 
ing  for  farmers  a  vast  range  of  labor-saving  equipment  and  living  con¬ 
veniences  and  is  creating  an  increasing  market  for  industrial  products. 

Our  economy  is  indivisible.  Maximum  production  and  purchasing 
power  in  the  city  and  on  the  farm  are  inseparably  connected.  As  shown 
by  the  relative  instability  and  inadequacy  of  farm  income  in  the  past,  and 
the  impact  of  this  upon  the  whole  economy,  the  economic  future  of  the 
country  as  a  whole  will  require  concentration  upon  those  policies  which 
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will  enable  the  farm  population  to  share  equitably  in  economic  growth 
and  in  the  improvement  of  living  standards. 

Taxation  and  debt  management 

Taxation.  The  first  feature  of  our  long-range  tax  policy  must  be 
the  maintenance  of  tax  revenue  which,  except  in  years  of  depression, 
will  balance  the  Federal  budget  and  provide  a  substantial  surplus  for  debt 
retirement. 

It  is  a  remarkable  feature  of  the  postwar  period  that  there  has  been  so 
little  fear  of  the  effects  upon  the  national  credit  or  upon  the  national 
well-being  of  a  public  debt  ten  times  as  large  as  tlie  debt  which  a  dozen 
years  ago  was  causing  much  uneasiness  in  the  financial  world.  But  although 
we  have  learned  that  an  enormous  public  debt  is  not  necessarily  ruinous  to 
public  credit  nor  destructive  of  national  prosperity,  we  should  never  forget 
that  within  it  is  a  sleeping  danger.  If  less  propitious  conditions  arise  within 
the  economy,  the  public  debt  may  indeed  be  found  a  serious  burden  upon  the 
process  of  readjustment.  Every  consideration  of  prudence  with  respect 
to  future  problems  of  the  national  economy  and  of  the  national  credit  in 
critical  circumstances  requires  a  firm  and  sustained  policy  of  reducing  the 
public  debt. 

The  second  requirement  of  our  long-range  tax  policy  is  that  the  tax  rates 
and  the  character  of  the  taxes  be  such  as  to  help  sustain  prosperity.  This 
cannot  be  done  by  a  tax  structure  that  remains  the  same  regardless  of 
changing  economic  circumstances.  Lowering  particular  taxes  on  business 
may  at  one  time  be  needed  as  a  means  of  stimulating  business  expenditures 
when  they  are  inclined  to  lag,  but  maintaining  or  advancing  taxes  at  an¬ 
other  time  may  be  needed  as  a  means  of  checking  overexpansion  or  over- 
capitalization.  These  adaptations  can  be  made  without  the  injection  of 
uncertainties  into  businessmen’s  calculations  greater  than  those  they  are 
already  accustomed  to  deal  with.  Similarly,  the  abatement  of  taxes  on 
consumers  or  certain  classes  of  consumers  may  at  one  time  be  important 
as  a  means  of  supporting  their  purchasing  power,  whereas  at  another  time 
the  maintenance  or  increase  of  taxes  may  be  the  most  effective  means  of 
damping  an  inflationary  tendency. 

There  is  an  obvious  conflict  between  the  desire  of  consumers  to  have 
taxes  upon  their  incomes  reduced  and  the  desire  of  business  to  be  relieved 
of  taxes  which  figure  in  operating  costs  or  which  lessen  the  funds  that  they 
have  for  reinvestment  and  business  expansion  or  tha;  large  income  receivers 
have  available  to  invest  as  equity  capital.  This  conflict  of  private  interests 
must,  in  the  consideration  of  tax  policy,  be  resolved  by  the  Congress  through 
adjustments  which  will  promote  the  most  prosperous  and  stable  economy. 
There  is  no  formula  by  which  the  best  distribution  of  the  tax  burden  can 
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be  detennined.  However,  the  lessons  of  wartime  and  early  postwar  experi¬ 
ence  seem  to  indicate  that  for  the  sustaining  of  an  economy  of  maximum 
production  and  a  market  commensurate  with  this  rate  of  production,  more 
concern  will  need  to  be  directed  during  the  years  just  ahead  toward  easing 
the  tax  burden  on  the  consumer  than  toward  accelerating  the  rate  of 
capital  formation. 

Debt  management.  The  vast  increase  in  the  public  debt  has  not  created 
the  difficulties  that  many  people  feared,  partly  because  our  national  debt 
is  owned  by  our  own  citizens,  and  partly  because  of  the  technical  skill  with 
which  the  debt  has  been  managed  jointly  by  the  Treasury  Department  and 
the  Federal  Rcscrv’c  System. 

A  most  important  part  of  our  debt-management  policy  has  been  the 
program  to  support  the  market  for  Government  securities.  During  the 
war  period,  when  it  was  vitally  necessary  to  maintain  a  market  which 
would  absorb  vast  issues  of  securities  at  low  interest  rates,  the  Federal 
Reserve  stabilized  the  market  through  its  optm  market  operations  in  buy¬ 
ing  and  selling  short-term  Government  securities  at  low  rates  of  interest. 
Now  that  it  is  no  longer  necessary  for  the  Government  to  increase  its 
debt,  short-tenn  interest  rati'S  have  b<*cn  pennitted  to  rise.  A  decline 
has  also  been  permitted  in  prices  of  l)onds  from  the  premium  prices  to  which 
they  had  risen  as  a  result  of  market  demands  in  the  early  postwar  period. 
No  lx)nds,  however,  have  been  pennitted  to  fall  below  par  and  it  is  the 
declared  purp)osc  to  continue  active  supjxirt  of  Government  bonds  for  the 
purpose  of  maintaining  an  orderly  and  stable  market  at  a  low  level  of 
long-term  interest  rates. 

I'he  established  policy  of  supporting  the  market  for  Government  securi¬ 
ties  makes  it  possible  for  banks  to  obtain  additional  reserves,  on  the  basis 
of  \,hich  to  expand  credit,  by  selling  part  of  their  large  holdings  of  securi¬ 
ties  to  the  Federal  Reserve.  This  policy,  therefore,  does  not  permit  the 
Federal  Reserv'e  to  make  effective  use  of  the  traditional  method  of  limit¬ 
ing  inflationary  movements  in  the  economy  by  requiring  banks  to  borrow 
in  order  to  obtain  additional  reserves  and  by  raising  the  discount  rate 
charged  on  such  borrowings.  The  result  of  such  a  policy  would  be  an 
increase  in  general  interest  rates.  If  the  rate  of  interest  up)on  other  invest¬ 
ments  rose,  they  would  become  more  attractive  than  Government  bonds, 
both  to  banks  and  to  other  investment  holders,  who  would  call  upon  the 
Federal  Reserve  banks  to  buy  bonds.  Any  purchases  by  the  Reserve  Sys¬ 
tem  would  offset  the  effects  of  the  restrictive  discount  rate  jxjlicy. 

In  the  recent  congressional  hearings  there  have  been  proposals  to  solve 
this  dilemma  by  abandoning  the  support  policy  and  freeing  the  Federal 
Reserve  banks  to  bring  about  an  anti-inflationary  contraction  of  credit  by 
increasing  the  discount  rate,  as  was  done  in  1920.  No  such  change  in 
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policy  should  be  considered.  The  financial  world  should  rest  easy  that 
the  investment  market  will  not  be  subjected  to  the  demoralization  which 
swept  over  it  in  1920  when  the  unsupported  market  for  Government  bonds 
fell  about  20  percent  below  par. 

Affirmation  of  a  policy  of  supporting  the  Government  bond  market  as  a 
continuing  program  of  the  Government  requires  the  use  of  other  and  less 
dangerous  methods  to  restrain  inflationary  bank  credit.  Voluntary  but 
effective  restraint  by  the  banks  of  inflationary  bank  credit  expansion  may 
prove  adequate  to  the  problem.  If  it  does  not,  more  direct  action  by  the 
Federal  Reserve  banks  will  be  required.  Such  actions  as  may  be  taken  will 
not  involve  withdrawing  support  from  the  Government  bond  market. 

International  economic  relations 

The  far-reaching  effects  of  World  War  II  upon  the  use  of  economic  re¬ 
sources  and  upon  the  trade  and  business  relations  between  nations  will  be 
felt  for  many  years.  The  enormous  destruction  of  the  physical  and  organiza¬ 
tional  basis  of  production  spread  over  most  of  Europe  and  parts  of  Asia, 
while  elsewhere  many  new  industries  were  developed  and  old  ones  stimu¬ 
lated.  In  the  reconstruction  process  many  alterations  in  the  patterns  of 
economic  organization  and  trade  relations  are  taking  place.  Great  Britain 
is  engaged  in  a  difficult  task  of  industrial  and  trade  rehabilitation,  while 
two  other  former  leading  industrial  nations,  Germany  and  Japan,  are  now 
thrust  into  minor  roles. 

The  relative  importance  of  the  United  States  in  the  world  economy  has 
been  greatly  enhanced,  partly  because  some  of  the  older  great  nations  have 
suffered  adversity,  but  primarily  because  of  our  own  increase  in  production. 
Although  other  nations  fortunately  possess  most  of  the  resources  which  they 
need  for  reconstruction,  certain  critical  resources,  such  as  food  and  ma¬ 
chinery,  which  are  needed  to  revitalize  their  productive  energies,  can  be 
supplemented  only  by  supplies  from  the  United  States  and  other  countries 
of  the  Western  Hemisphere.  The  program  which  I  have  asked  Congress  to 
authorize  in  order  to  assist  European  recovery  over  the  next  4  years  may 
make  the  difference  between  success  and  failure  of  world  reconstruction. 

The  changing  economic  ]X)sition  of  the  other  industrial  nations  is  of 
great  significance.  During  the  war  and  its  aftermath,  many  areas  that 
formerly  looked  to  these  nations  for  industrial  products  have  become  intent 
upon  their  own  industrial  development.  They  cannot  secure  supplies  suf¬ 
ficient  to  meet  their  increased  requirements  for  capital  goods  from  their  tradi¬ 
tional  trade  sources,  and  they  are  beckoning  increas.'ngly  to  American  ma¬ 
chine  makers,  to  American  capital,  and  to  American  skill  in  management  and 
production. 
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i  A  development  which  we  cannot  yet  evaluate  is  the  growth  of  the  policy 
i  of  state  control  of  foreign  trade  in  many  countries.  Because  of  critical 
I  shortages  throughout  the  world  there  has  been  little  relaxation  of  the  war- 
L  time  controls  over  exjxirts,  imports,  and  foreign  exchange,  and  the  course 
of  action  in  some  countries  indicates  a  purpose  to  continue  these  controls. 
Our  experience,  however,  shows  that  the  difficulties  of  trade  between  a 
nation  with  state  control  and  a  nation  with  free  enterprise  can  be  sur¬ 
mounted  and  they  can  be  exp)octcd  to  diminish  as  goods  become  more 
readily  available  in  world  markets. 

i  Other  developments  bound  to  affect  the  course  of  trade  are  the  occupa¬ 
tion  of  Germanv  and  Japan  and  the  emergence  of  several  new  indep)endent 
i  and  self-governing  states. 

Against  this  background  of  new  developments  we  can  place  the  more 
I  familiar  consideration  of  our  own  requirements.  For  some  commodities 
I  wc  must  have  foreign  markets  or  undertake  a  serious  task  of  shifting  our 
j  resources.  A  substantial  part  of  agricultural  and  industrial  employment  is 
in  production  for  export.  On  the  other  hand,  our  need  for  imports,  espe¬ 
cially  of  raw  materials,  will  increase,  notwithstanding  our  progress  in  the 
t  production  of  substitutes  for  such  materials  as  natural  rubber  and  silk, 
!  two  of  our  most  important  prewar  imports.  The  great  enlargement  in  na¬ 
tional  production  which  has  been  portrayed  in  this  Report  requires  a  cor¬ 
responding  increase  in  those  raw  materials  which  come  from  abroad  and  in 
I  many  other  goods  and  services  supplied  by  foreign  countries.  The  heavy 
t  drain  of  war  production  upon  our  own  natural  resources  must  be  remedied 
I  by  a  conservation  policy  supp)orted  by  heavier  imports,  and  the  national 
I  security  must  be  fortified  by  stockpiles  of  strategic  materials  which  wc  do 
I  not  produce  at  home. 

Undeterred  by  the  uncertainties  arising  from  new  political  and  economic 
I  conditions,  this  Government  has  been  striving  consistently  to  promote  re- 

Icovery  and  reconstruction  efforts  which  would  eventually  contribute  to 
mutually  profitable  and  harmonious  international  economic  relations.  In 
addition  to  relief  and  reconstruction  aid,  we  have  supported  within  the 
framework  of  the  United  Nations  a  series  of  international  organizations, 
I  such  as  the  International  Bank  for  Reconstruction  and  Development,  the 
j  International  Monetary  Fund,  and  the  Food  and  Agriculture  Organization, 
I  to  cope  with  the  different  categories  of  economic  problems.  This  vast  effort 
^  is  now  well  advanced  and  many  of  these  international  organizations  are 
I  already  operating. 

I  Still  in  process  of  creation  is  the  International  Trade  Organization.  The 
I  draft  charter  of  this  organization  lays  down  a  code  of  fair  play  in  the  inter¬ 
national  trade  field.  Nondiscriminatory  and  multilateral  trade  unham- 
I  pered  by  high  barriers,  is  the  central  aim  of  the  proposed  organization. 
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A  major  step  toward  this  long-range  goal  is  the  General  Agreement  on 
Tariffs  and  Trade,  recently  concluded  between  ourselves  and  22  other  I 
countries.  This  agreement  reduces  or  eliminates  preferences  affecting  a 
large  part  of  our  trade  with  the  British  Commonwealth.  It  provides  for 
reductions  of  many  tariffs  and  the  maintenance  of  a  low  rate  or  free  entry  I 
on  other  products.  These  concessions  are  protected  by  provisions  designed  r 
to  prevent  participating  countries  from  resorting  to  alternative  means  of  f 
restriction  or  discrimination.  Like  the  proposed  charter  of  the  Interna¬ 
tional  Trade  Organization,  this  agreement  will  help  establish  conditions  j 
under  which  world  trade  can  flourish  in  less  troubled  times  and  under  I 
w'hich  the  present  reconstruction  efforts  can  be  carried  forward.  | 

The  recovery  of  foreign  production  and  ability  to  export,  our  own  high  L 
demand  for  imports,  and  the  international  agreements  to  reduce  obstacles  I 
to  trade  may  be  expected  to  help  other  countries  buy  our  products  in  the 
future  without  depending  upon  the  extraordinary  financial  assistance  that  I 
is  now  required.  Nevertheless,  it  is  natural  and  desirable  that  we  maintain  I 
some  surplus  of  exports  in  the  years  ahead  by  the  steady  investment  abroad  f 
of  private  capital.  It  is  desirable  both  from  our  point  of  view  and  that  of 
other  countries  that  we,  a  country  rich  in  capital,  make  some  of  our  savings  I 
available  to  areas  where  capital  is  needed  and  where  properly  safeguarded  | 
private  investments  can  earn  a  good  return.  [ 

THE  TIMING  OF  ECONOMIC  PROGRAMS  TO  PROMOTE  STABILIZATION  I 

f, 

While  it  is  most  urgent  now  that  we  combat  inflationary  dangers,  wc  j; 
cannot  wait  until  the  tide  turns  before  considering  affirmative  measures  | 
that  will  be  needed  in  the  future.  Economic  conditions  may  turn  rapidly,  | 
but  the  formulation,  enactment,  and  initiation  of  economic  and  fiscal  | 
programs  require  a  considerable  amount  of  time.  Prudence  demands  I 
that  we  look  ahead  and  prepare  for  tomorrow  while  we  act  for  today.  | 

In  timing  the  adoption  of  measures  for  long-run  prosperity  we  must  give  | 
careful  consideration  to  the  following  principles:  ^ 

( 1 )  Certain  programs  related  to  national  security  and  foreign  policy,  to  ii 

promotion  of  urgently  needed  production,  and  to  protection  of  our  natural  I 
and  human  resources  against  serious  economic  hazards  must  go  ahead  even  * 
though  Government  outlays  for  foreign  or  domestic  programs  contribute  to  I, 
the  necessity  of  anti-inflationary  measures.  | 

(2)  Certain  adjustments,  such  as  the  increase  in  minimum  wages  and  - 

tax  adjustments,  are  needed  in  order  to  mitigate  the  hardship  imposed  on 
those  who  are  the  hardest-hit  victims  of  the  inflationary  price  rise.  i| 

(3)  Major  parts  of  the  proposed  expansion  in  the  social  security  program  | 
will  be  deflationary  in  the  first  period  after  inauguration.  Therefore,  | 
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I  there  is  no  reason  to  postpone  tiie  adoption  of  these  urgently  needed 
I  measures. 

;  (4)  Federal,  State,  and  local  public  works  in  general  should  still  be  de- 

I  ferred  wherever  feasible.  We  need,  however,  certain  initial  steps  imme- 
*  diately  to  prepare  these  measures  for  future  years.  For  instance,  the  Fed- 
i  oral  Government  and  State  and  local  governments  should  be  preparing 
I  drawings  and  specifications  for  public-works  projects  to  be  undertaken 
1  when  needed.  In  my  budget  for  the  fiscal  year  1949,  I  have  included 

I  appropriation  requests  and  estimated  expenditures  in  amounts  sufficient 
for  the  initial  steps  of  new  public  works. 

(5)  When  the  inflationary  pressure  subsides,  we  should  speed  up  the 
programs  of  resource  development,  transportation,  and  urban  rehabilita¬ 
tion,  and  further  expand  the  social  security,  health,  and  education  programs. 

Since  our  first  cxp)ericnce  with  the  Employment  Act  is  occurring  under 
conditions  that  give  priority  to  measures  needed  to  counteract  inflation,  we 
are  given  time  to  consider  carefully  the  measures  that  will  aid  in  meeting 
the  threat  of  unemployment  at  some  time  in  the  future.  But  we  must  not 
fritter  away  the  time  thus  granted  us.  We  must  not  be  complacent  and  be¬ 
lieve  that  the  job  of  employment  stabilization  has  been  solved.  A  bcx)m  car¬ 
ries  in  it  the  seeds  of  its  own  destruction.  We  must  be  prepared  to  act  in 
time  if  we  want  to  make  good  our  promise  and  prove  to  the  world  as  well 
as  ourselves  that  an  economic  system  of  free  institutions  can  be  made  to  work 
steadily  as  well  as  efficiently. 
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